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The Terms of Trade Again 


By JOHN P. POWELSON * 


The terms of trade are the most elusive. yet most re- 
appearing, topic in all of U.S.-Latin American economic re- 
lations. Repeatedly, Latin American economists argue that 
there is a long-term tendency for these terms (export prices 
divided by import prices) to turn against producers of pri- 
mary products; repeatedly, U.S. economists reply that the 
case has not been proved. Curiously, economists who are 
presumably objective and anational tend to divide along 
national lines. The present paper attempts to clarify a theo- 
retical point on the terms of trade which the author believes 
has not been adequately treated heretofore. 


The controversial issue came to the force in a document 
published by the United Nations in 1950, The Economic De- 
velopment of Latin America and its principal Problems, widely 
attributed to Ratl Prebisch. That it is still current twenty 
years later is evident from the dialogue at meetings of inter- 
national agencies such as UNCTAD, IMF, and IBRD. 


Prebisch made the case on both empirical and theoretical 
grounds. Using statistics of the British Board of Trade, he 
suggested that the ratio of prices of primary commodities to 
those of manufactured goods declined from 100 in 1876-80 to 
64.1 in 1936-38.' His theoretical case then attacked the 
classical doctrine that innovating countries normally share 
the fruits of their technology advances with others through 
adverse movements in their terms of trade. For example, 
according to the classical theory if new technology permitted 


* University of Colorado, Boulder, Colorado. 
1 United Nations document cited, p. 9. 
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the United States to double its output with the same inputs, 
then the increased supply would cause lower prices of US. 
goods; hence other countries would share in the benefit. Pre- 
bisch argued that this theory did not account for the fact 
that money and wage policies in the United States led to 
constantly rising prices. 


A simple example is in order. Assume Americans produce 
100 units of X with 100 hours of labor. The price of X is 
$1 and the wage of labor $1 per hour. Assume no other in- 
puts. With their $100 of earnings, the workers have enough 
to buy back their output. Now assume a productivity increase 
permitting production of 200 X with the same labor hours. 
The Americans might either sell the new output at half the 
price ($0.50), thus yielding $100, with which to pay labor 
its old rate ($1), or they might sell the output at the same 
price ($1), yielding $200 to pay the workers a higher wage 
($2 per hour), or they might reach in-between levels. Pre- 
bisch argued that because the United States invariably chooses 
to increase wages, U.S. prices never fall. Furthermore, h« 
went on, U.S. prices always climb more in prosperity than 
they fall in depression. 


The Prebisch argument has been attacked both empirically 
and theoretically. The most telling empirical counter is that 
of P. T. Ellsworth,* who pointed out that by using British data 
(c.i.f. for imports and f.o.b. for exports), Prebisch had ig- 
nored changes in the cost of transportation. During the 
first half of the period under review, Ellsworth argued, the 
cost of transportation decreased so much that it was pos- 
sible for import prices to have fallen c.i.f. in British ports but 
actually risen f.o.b. in foreign ports. During the remainder 
of the period, Ellsworth went on, the terms of trade may have 
moved against primary producing countries, but the move- 
ment was “healthy” in that it brought much-needed adjust- 
ments in the allocation of resources. 


The most telling theoretical counter is that of Gerald Meier, 


2“The Terms of Trade Between Primary Producing and Industrial 
Countries,” in Inter-American Economic Affairs, Vol. X, Summer 1956 
No. 1, pp. 47-65. 

3’ The International Economics of Development, New York, Harper 
and Row, 1968, pp. 10-65. 
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who analyzed the impact of different types of innovations on 
prices of exports and imports. Using technical tools of the 
economist (isoquants, production possibility curves, and re- 
ciprocal offer curves), he demonstarted that only those in- 
novations that either directly compete with imports (e.g., if 
synthetic coffee were developed in the United States ) or cause 
factors of production to flow out of the innovating sector into 
a sector producing import-competing goods, could conceivably 
turn the terms of trade in favor of the innovating country. 
All other innovations—and one must suppose they are the 
bulk in the United States—would at their worst leave the 
terms of trade unchanged, and probably would turn them in 
favor of less developed countries. 


Meier’s case was made in “real” terms. That is, his model 
presumes that goods are traded against goods; e.g., auto- 
mobiles for coffee (through Meier used X’s and Y’s). He 
therefore did not work out the financial details of the ex- 
change. Since Prebisch’s thesis depends on pricing and wage 
policies in the United States, expressed in money, there re- 
mains a gap between it and Meier’s reply. The present paper. 
which is based on Meier’s theory, is intended to fill this gap. 


We do so with two illustrations. The first represents the 
limiting case where an innovation leaves the terms of trade 
unchanged, the second the probable case where they would 
move against the innovating country. In each, we assume 
the innovation is in goods that are primarily consumed at 
home and exported, not in import substitutes. We also as- 
sume that the innovation does not release labor or capital 
for the production of import substitutes. Hence we rule out 
those cases where the terms of trade would theoretically 
move in favor of the innovating country. 


We refer to the innovating as “dollar country” and all 


” 


other countries as “peso country.” Let us suppose that dollar 
country produces 100X with 100 labor hours and no other 
input. Labor is paid $1 an hour and the price of X is $1. 
Peso country produces 100Y with 100 hours of labor and no 
other input. Labor is paid 1 peso an hour and the price 
of Y is 1 peso. We assume that dollar workers buy 90X for 
$90 and spend $10 on imports, buying 10Y, the exchange rate 
being one peso to one dollar. Likewise, peso workers buy 
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90Y and spend 10 pesos on imports, buying 10X. In real 
terms, 10X trades for 10Y. 


Let us suppose that because of a productivity increase, 
dollar workers can suddenly produce 200X with the same 
labor input. Our argument will be that it makes no difference 
for the terms of trade whether dollar country decides to lower 
prices and keep wages constant or to raise wages and keep 
prices constant. Given dollar country’s real propensities to 
consume domestic output and to import, any non-neutral 
internal price-wage policy will be offset by an opposite move- 
ment in the exchange rate. 


We turn first to the limiting case, in which the terms of 
trade will be unchanged. This would occur if dollar workers 
decide to consume the entire fruit of their productivity incre- 
ment, importing and exporting the same as before. Thus they 
will consume 190X, still exporting 10X in exchange for 10Y. 
Consider the two possibilities below. 


First, prices same, wages doubled. Dollar country elects to 
double wages by increasing (possibly doubling) the money 
supply. Dollar workers spend the entire income increment on 
X. In effect, peso workers are not aware that anything has 
happened. The same amount of X is available to them at 
the same price. Presumably they continue to offer the same 
amount of Y. The exchange rate remains one dollar to one 


peso. 


Second, prices halved, wages the same. In this case, if one 
follows the Prebisch argument, the terms of trade would be 
expected to move in favor of peso country. No so. Dollar 
workers receive wages of $100, but because they decide to buy 
190X, at $.50 each, they spend $95 on X. Therefore, they 
have only $5 left over to spend on Y. In effect, they are say- 
ing that each marginal unit of Y means no more to them than 
a marginal unit of X. Therefore, the price of Y (in dollars) 
must decline if they are still to buy as many as before. As- 
suming that the peso workers’ preference function has not 
changed, the latter cannot but agree. They are forced to sell 
their Y for less dollars, but they are compensated by the fact 
that they can buy X for less dollars. In fact, however, the 
peso price of X and Y may remain the same (1 peso each). 
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Rather, the exchange rate will shift to 1 peso = $0.50 dollars. 
The shift will occur when dollar workers offer less dollars 
in the international market (because their demand for Y 
is weakened unless the price falls to compete with X). 
Thus peso workers receive less dollars, but this does not con- 
cern them for they can buy the same amount of X as before. 


In the limiting case, therefore, the wage-price policy in 
dollar country will not affect the terms of trade. At one 
extreme both prices and the exchange rate will be unchanged, 
and at the other the price of dollars for pesos will rise to offset 
the decrease in price of X in dollars. Of course, other combi- 
nations are possible, should prices fall by less than $0.50 and 
wages rise by correspondingly less than $1. 


But this case is not probable, for it assumes that the mar- 
ginal utility of X in proportion to the marginal utility of Y 
remains the same for dollar workers despite the increase in 
the quantity of X. Let us therefore turn to the probable case, 
in which the terms of trade will move in favor of peso coun- 
try. This will occur if dollar workers decide not to consume 
the entire fruit of their increased productivity, but to trade 
some of it for products of other countries. As they are capa- 
ble of producing 100 more X, they nevertheless wish to spend 
their new incomes partly on more X and partly on more Y. 
The increased supply of X, and their increased demand for Y, 
will cause the price of X to fall in the international market 
and—what is the same thing—the price of Y to rise. This 
will occur whatever the wage-price policy in dollar country. 
Again we take the two possibilities separately. 


First, prices same, wages increased. Dollar country elects to 
increase its money supply, and as a first approximation we 
presume the price of X remains $1 and wages rise to $2. 
But the workers, let us say, decide to buy 180X and 20Y, thus 
increasing their purchases of each in proportion. Since they 
are producing 200X, they are forced to sell 20X abroad. They 
also want to buy 20Y. But we suppose that the supply and 
demand functions of peso workers have not changed. There- 
fore, to encourage the latter to buy 20X instead of 10X, dollar 
country must offer X at a lower price. Also, to encourage peso 
workers to supply 20Y instead of 10Y, they must offer a 
higher price. 
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Since we assume that internal prices do not change in 
either country, therefore the price change must occur through 
the exchange rate. As dollar workers bid for more Y, they bid 
the price of pesos up—let us say, to $1.10. As they pay $22 
for 20 pesos with which to buy 20Y, they have only $178 left. 
with which they can buy only 178X. Likewise, peso workers, 
attracted by the more favorable exchange rate, decide to spend 
20 pesos buying $22 with which to buy 22X. They have only 
80 pesos left over with which to buy 80Y; hence they release 
20Y for export. The terms of trade have moved in favor of 
peso country. Yet this is precisely the case where Prebisch 
argued that they would not do so, since dollar country did not 
lower its internal prices. 


Second, prices drop, wages remain. Alternatively, we as- 
sume that dollar country elects to lower its internal prices. 
Once again, presumably this is the case, according to Pre- 
bisch, where the terms of trade would move in favor of peso 
country. We find, of course, that they do, but that the move- 
ment depends on the real propensities to consume domestic 
goods or imports, just as it did in the preceding case. 


The price of X falls to $0.50. With lower prices and the 
same money income, dollar workers decide to increase their 
domestic consumption from 90X to, say, 170X, which now 
costs them $85. So they have $15 left over to buy Y. At the 
old prices and exchange rate, they could buy 15Y. But peso 
workers, with their current incomes, have elected to buy 9OY, 
so there is now a demand for 105Y with only 100Y produced. 
With no increase in output assumed for peso country, obvi- 
ously the price of Y will rise. Suppose it climbs to 1.10 pesos. 
This higher price will discourage both dollar and peso workers 
from buying Y; indeed, both will find X more attractive. So 
they start to buy more X, driving the price up to, say, $.55. 
After successive approximations, an equilibrium will occur, 
with the price of Y higher than 1 peso and the price of X 
higher than $0.50 but lower than its original level ($1) be- 
fore the productivity increase. There is every reason to be- 
lieve that—ruled by the real propensities to consume do- 
mestically and to import—this case would yield the same re- 
sult as the preceding one. If so, dollar workers would end up 
consuming 178X and exchanging 22X for 20Y. The terms 


meena =e 
—~—_—— on 
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of trade would have moved in favor of peso country to the 
same extent as before. 


Let us now turn to Prebisch’s original statement: * 


First. Prices have not fallen concomitantly with tech- 
nical progress, since, while on the one hand, costs tended 
to decrease as a result of higher productivity, on the other, 
the income of entrepreneurs and productive factors in- 
creased. When income increased more than productivity, 
prices rose instead of falling. 


Second. Had the rise in income, in the industrial centers 
and the periphery, been proportionate to the increase in 
their respective productivity, the price relation between 
primary and manufactured products would have been the 
same as if prices had fallen in strict proportion to pro- 
ductivity. Given the higher productivity of industry, the 
price relation would have moved in favour of the primary 
products. 


Third. Since, as we have seen, the ratio actually moved 
against primary products in the period between the 1870's 
and the 1930’s, it is evident that in the centre the income 
of entrepreneurs and of productive factors increased rela- 
tively more than productivity, whereas in the periphery the 
increase was less than in productivity. 


Had Prebisch chosen to base his argument on changes in 
consumer preferences, away from primary products and in 
favor of manufactured goods, he would have been on stronger 
ground, and it might have been possible to demonstrate that 
the terms of trade were moving in favor of manufacturing 
countries. Indeed, Kindleberger has shown that they probably 
do move against less developed countries, though not against 
producers of primary products as such. The reason is that 
in less developed countries, primary producers have less 
alternative opportunities than their counterparts in the more 
developed, and therefore they are helpless against price 
changes that respond to deteriorating demand.* 


* United Nations, op. cit., p. 10. 

*° Charles P. Kindleberger, Economic Development, McGraw-Hill, New 
York, 1958, p. 241; also Kindleberger, The Terms of Trade, Cam- 
bridge, Mass., M.I.T. Press, 1956. 
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Had Prebisch argued in this manner, he would have changed 
the sequence: the change in consumer preference would have 
led to changes in the terms of trade in favor of innovating 
countries, which in turn would have enhanced the incomes 
of the innovators. But the Prebisch argument goes the other 
way around. He assumes that internal rigidities in the price- 
wage structure cause domestic prices to rise, thus promoting 
the higher incomes of entrepreneurs and wage-earners:° 


During the upswing, part of the profits are absorbed 
by an increase in wages, occasioned by competition between 
entrepreneurs and by the pressure of trade unions. When 
profits have to be reduced during the downswing, the part 
that had been absorbed by wage increases loses its fluidity. 
at the centre, by reason of the well-known resistance to a 
lowering of wages. The pressure then moves toward the 
periphery, with greater force than would be the case if, by 
reason of the limitations of competition, wages and profits 
in the centre were not rigid. The less that income can 
contract at the centre, the more it must do so at the peri 
phery. 


This paragraph would indicate that the models we have 
cited above fit precisely the reasons underlying the Prebisch 
argument. They therefore demonstrate that that reasoning 
is erroneous, for Prebisch forgot about the offsetting effects 
of the exchange rate. 


Of course, one may argue, empirically the exchange rate 
does not act in the direction supposed by our models. The 
dollar never depreciates with respect to Latin American cur- 
rencies; it is always the other way around. But currency 
depreciation is caused by so many other forces that pro- 
ductivity changes become a relative minor event. Specifically, 
the great Latin American inflations have more than offset any 
tendencies that the dollar might have had to depreciate. 


In a 1959 article, Prebisch did indeed argue that consumer 
preferences contribute to deterioration in the terms of trade, 
in that the income elasticity of demand of industrial ( “center’’ ) 
countries for exports of less developed (“peripheral”) coun- 


® United Nations, op. cit., p. 13. 
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tries is less than vice-versa.’ In this article, he says nothing 
about wage-policies in the center. 


In 1963, however, Prebisch combined both positions, argu- 
ing first that changes in demand underlined the weakness of 
the peripheral countries, and second that particular wage- 
price policies in the center countries strengthened the ten- 
dency. “The ability to raise wages is very marked in the great 
centers,”’ he wrote, ‘at least to the extent that the productivity 
| of industrial activities improves, and only those industries 
| whose increment is above the average tend to transfer the 
) balance abroad.” > 


The case about the terms of trade, of course, will never be 
proved either way. Empirically, it will rest on which coun- 
tries, which commodities, and which years are selected. 
Schultz, for example, has shown that over time the prices 
of some primary products have gone up and other have 
gone down.” It also suffers from the well-known vulnera- 
bilities of index numbers. Furthermore, as Meier has pointed 
out, the theoretical case can never be airtight. for there are 
always the productivity increases in import-substitute indus- 
tries or the release of factors of production to that sector 
from innovating industries. 


Nevertheless, it is well to lay to rest the proposition that 
the terms of trade move adversely to primary producing coun- 
tries because of particular wage-price policies of innovating 
countries. This paper has attempted to do just that. 


Raul Prebisch, “Commercial Policies in the Underdeveloped Coun- 
tries,”’ American Economic Review, May 1959 (Papers and Proceedings 
of the Seventy-First Annual Meeting of the American Economic Asso- 
ciation ), pp. 251-273. 

i ~ Towards a Dynamic Development Policy for Latin America, chapter 
I, E/CN. 12/680/Rev. 1, United Nations, N.Y. 1963. Reprinted in 
James Theberge, Economics of Trade and Development, New York, 

Wiley and Son, 1968, p. 292. 

‘Theodore W. Schultz, ““Economic Prospects of Primary Products,” 
in Ellis and Wallich, Economic Development for Latin America, New 

York: St. Martin’s Press, 1961, p. 308. 





Supervised Credit and Agricultural 
Development: A Peruvian Example 
By FRED MILLER * 


The present decade has witnessed a number of attempts 
to resolve problems in the agricultural sectors of Latin 
American countries. Since, in general, the agrarian popula- 
tion is at once poor and inefficient, it is understandable that 
remedies for these difficulties are combined. Supervised credit. 
the combination of loans and technical assistance, is one 
of the methods utilized to raise simultaneously the produc- 
tivity and standards of living of people employed in agri- 
culture, especially small farmers.’ 


Whenever the objectives of increasing productivity effi- 
ciency and improving welfare are undertaken together, there 
is danger that one or both will suffer. This paper deals with 
the conflict between gains in efficiency and gains in welfare 
in one phase of the supervised credit program in Peru. It is 
shown that the confusion of objectives can lead to incom- 
patibility between supervised credit and agricultural develop- 
ment.’ 


* Dr. Miller is associate professor of economics, Oregon State Uni- 
versity. 

' The best references on supervised credit are published by the Food 
and Agriculture Organization of the United Nations (F.A.O.) and in the 
Proceedings of the International Conference on Agriculture and Co- 
operative Credit at the University of California (Berkeley), 1952. See, 
especially, Horace Belshaw, Agricultural Credit in Economically Under- 
developed Countries, FAO, 1959. 

“Most reports on supervised credit demonstrate how programs 
should be carried out rather than evaluating their success. One of the 
few published evaluations of supervised credit in one area of Latin 
America is “Supervised Credit for Small Farmers in Chile” by Charles 
Nisbet in Inter-American Economic Affairs, Autumn, 1967. 
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Description of the credit program. Since 1963 Peru has 
received 25.5 million dollars from the United States govern- 
ment to be utilized for supervised credit. More than half of 
this money was allocated to the national agricultural research 
and extension agency (Servicio de Investigacién y Pro- 
moci6n Agraria, hereafter referred to as SIPA)* for the “Plan 
Costa” which has as its objective aiding the “small and medium 
sized producers” of the arid coastal region.‘ SIPA established 
objectives which could be in accordance with practically any 
national development plan. The program is designed to: 


Increase agricultural production, 


2. Incorporate a larger part of the rural population into 
the national economy, 


2. Save foreign exchange employed in the purchase of 
agricultural products which would be economically pro- 
duced in Peru, and 


4. Improve the economic conditions of producers with low 
incomes. 


If poor, but potentially efficient producers are aided, it is 
possible to increase production, improve economic condi- 
tions of low income producers, incorporate more of the rural 
population into the economy, and save foreign exchange. In 
this case, supervised credit and agricultural development are 
compatible. 


If however, farmers receive credit just because they are 
poor, without regard to productive efficiency, inefficient pro- 
ducers will be encouraged to remain on the land and the policy 
will preserve an agricultural sector with very low productivity 
while failing to meet the program’s objectives.’ 


‘The Velasco government, which came to power in October, 1968, 
reorganized some government agencies and SIPA no longer exists as 
SIPA. The supervised credit program is still functioning. 

‘ There are also credit plans for the mountain and jungle areas but 
these are not discussed in this paper. 


* Most F.A.O. publications and Peruvian credit manuals prescribe 
a program consistent with increasing productive efficiency. Belshaw 
(op. cit. p. 202) for example, states that there is “little use in dis- 
sipating scarce resources among farmers who are too small.” In 
practice, however, the second approach (i.e., aiding farmers because 
they are poor) seems to have been chosen more often. 


d 
c 
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Farm size of loan recipients. In a recent evaluation of 
supervised credit,° selected SIPA personnel (who choose 
farmers for technical assistance) were interviewed. Over 75 
percent replied that five or more hectares is required if the pro- 
ducer is to use efficiently new loans and technical assistance. 
Over one-third felt that ten hectares is appropriate.’ 


Assuming that approximately five hectares is necessary to 
allow efficient production, probably more than 70 percent of 
the loans were made to farmers with insufficient land (see 
Table I). 


TABLE I 
Loans Granted in Plan Costa According to Farm Size 
Number of 

Hectares Loans Percentage 
0.1-1.5 2773 26.7 
1.6-3.5 3594 34.7 
3.6-5.5 1429 13.8 
5.6-7.5 929 9.0 
7.6-9.5 482 4.6 

9.6andmore 1159 1S 


SOURCE: From partial census in agricultural years 1964- 
65 and 1965-66 reported in Evaluacién de Proyectos Selec- 
cionados del Programa de Crédito Agricola Supervisado en el 
Pert. 


More detailed data were acquired from one of the regions 
(Zone I, which is in the northern sector) and with these the 
point is reinforced. Table II shows that over 94 percent 
of the loans were to producers who had too little land to use 
credit effectively. 


6 Evaluacién de Proyectos Seleccionados del Programa de Crédito 
Agricola Supervisado en el Pert. Informe interno para la Agencia de 
Desarrollo Internacional de los Estados Unidos de Norte América y el 
Gobierno del Pert. July, 1968. The report also presents results of 
interviews with farmers in the coastal zone. 

7 There is certainly more to the size of a farm than the amount of 
land that it contains, but the general lack of favorable attributes of 
the land and the shortages of both physical and human capital among 
producers owning small plots leads the agencies involved with credit 
to define size in terms of acreage. 
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TABLE II 
Number of Loans Granted According to Farm Size 
in Zone | for 1965, 1966, and 1967 


Hectares 1965 (b) 1966 (c) 1967 Total Percentage 
.25-1 438 328 319 1085 43.9 
i-i--3 486 300 239 1025 41.4 
3.1 -5 86 72 60 218 8.8 
9.1-10 46 35 24 105 4.3 
more than 10a _ 21 5 15 41 La 
Total 1077 740 657 2474 ~-- 


(a) Includes larger loans to cooperatives which in turn 
loan to producers with smaller plots 

(b) In 1965, 61 of the 67 loans to producers with over 5 
hectares were made to residents of Chulucanas, one of 
the six subdivisions of Zone I. 

(c) In 1966 and 1967, between 45 and 55 percent of the 
loans to producers with over three hectares were 
granted to residents of Canchaque, a sub-division of 
the zone. 


Source: SIPA office, Piura, Peru. 


Evidently, so many resources were devoted to marginal 
farmers because most of the extension agents who super- 
vised the loans believed that the primary objective of the 
program is to raise standards of living.. This led to the 
selection of farmers who had the lowest standards of living 
and a predominance of “social” rather than “economic” 
considerations. 


Even if it were assumed that the criterion for granting 
loans should be that the farmer have enough land to enable 
him to support his family, with no concern for productive 
efficiency, there still have been too many loans to producers 
with insufficient amounts of land. The national agrarian 
reform agency (Oficina Nacional de la Reforma Agraria, 


‘This opinion was expressed by the majority of the SIPA agents 
surveyed in the government report (Footnote 6) and was the most 
popular response of those interviewed personally in Zone 1. Raising 
standards of living is an objective of the program, but it is supposed 
to arise as a result of greater efficiency. 
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hereafter referred to as ONRA) defines the minimum amount 
of land necessary to support a family as three to five hec- 
tares." 

According to this criterion, 60 to 70 percent of the loans 
have been made to farmers with insufficient land. In the 
Northern sector of the country, where three hectares are 
required to support a family, over 85 percent of the loans 
went to farmers with too little land."° 


Characteristics of loans and loan recipients.’' Before the 
“Plan Costa” was initiated, over one-fourth of the producers 
who received loans had no source of credit. Others received 
money from merchants or friends, often on unattractive 
terms. SIPA became the most popular source because of its 
better facilities and the accompanying technical assistance, 
and because it made credit available to many who could not 
get it on unsubsidized bank terms. 


Over two-thirds of the loans were for less than 10,000 
soles (about 385 dollars) and almost 50 percent for less 
than 6000 soles (about 230 dollars). These relatively small 
sums did not allow the Banco de Fomento, the administrator 
of the loans, to cover the costs of administration. 


The loans were granted primarily on the basis of a pro- 
spective recipient’s moral character rather than a considera- 
tion of economic variables. In over one-half of the cases, 
the farmers reported shortages of water and cultivable land 
as the most important factors limiting production. In many 
of these instances, even with money and modern techniques 
(and a fine moral character), a farmer could not effectively 
use credit. 


The typical loan recipient was over forty years old '* (in 


' Boletin Informativo No. 11; Oficina Nacional de la Reforma 
Agraria, Lima: June, 1968. 

1 An engineering firm which is studying the area arrived at a 
figure of eight hectares as necessary to support a family in this zone 
More than 95 percent of the loans were granted to farmers with less 
than this quantity of land. 

11 Much of the data in this section was drawn from “Evaluacion de 
Proyectos Seleccionados del Programa de Crédito Agricola Supervisado 
en el Pert. (see footnote 6) and reports of the Banco de Fomento, 
the administrator of the loans. 

12 Life expectancy after the age of one is about fifty years. 
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greater than seventy percent of the cases), had less than five 
years of schooling (in more than 85 percent of the cases), 
and had a family of seven or eight members. Hence, loans 
were granted to farmers who were relatively old, with large 
families, without a great deal of education and with small 
farms which were limited by natural factors. Besides these 
characteristics, the loans generally were for small amounts 
and did not cover loan administration costs. 


Many of the farmers had a great deal of difficulty earning 
a living without the loans and were not able to do so with 
them. Credit became a tool not to increase production, but, 
rather, to support rural families. This is understandable 
from a welfare program, but not from a program that is 
designed to increase production and incomes. 


Table III shows that many loan recipients with less than 
three hectares earned gross money incomes which were less 
than their expenses. (Expenses should be defined broadly 
as expenditures for consumption and farm operations.)** It 
cannot be deduced from these data that farmers with less 
than three hectares lose money every year and thus are kept 
alive by credit. The figures, however, lend support to classi- 
fication of these farmers as marginal since the years from 
which the numbers were derived were not considered ab- 
normal. 


Results of program. The supervised credit program is 
impossible to evaluate from the standpoint of production 
since there are no data for periods both before and after it 
was initiated. Statements by SIPA personnel in the North- 
ern sector, however, indicate that a number of farmers are 
now perhaps worse off because of having received credit. 
Production has shown no discernible change and now farmers 
who previously had low standards of living now have both 
low living standards and debt to be repaid. 


It is possible to comment on how many farmers used the 


13 The repayment of loans gives an indication of the financial posi- 
tion of loan recipients. About one-third of the loans which were 
granted were not repaid on time. Between one-half and two-thirds of 
the borrowers who had not received credit before the SIPA program 
were late in repaying. Data were not available to show how many of 
these loans were finally repaid. 
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A PERUVIAN EXAMPLE 


TABLE III 
Incomes and Expenditures of Loan Recipients 
for Selected Areas of Plan Costa, According to Size of Farm 


Size of Gross Gross 
Farm Money Money 
Zone (hectares ) Income Expenditures 

Canete (a) .1-3.0 28,744 19,032 
Huacho .1-3.0 16,827 21,039 
3.1-7.0 27,880 17,290 
Pacasmayo .1-3.0 19,925 15,282 
3.1-7.0 62,521 17,183 
Motupe .1-3.0 11,539 12,707 
3.1-7.0 27,400 17,133 
Zarumilla .1-30(c) 12,501 17,428 
3.1-7.0 10,615 17,339 

Average of 
all farms (c) .1-30(c) 40.315 18,445 


(a) Canete had no 3.1-7.0 category. 
(b) Includes income from off-farm work. 


(c) “Average of all Farms” includes producers with between 
7 and 30 hectares. 


Source: From interview data in 1964-65 and 1965-66 pre- 
sented in ‘“Evaluacion de Proyectos Seleccionados del Pro- 
grama de Crédito Agricola Supervisado en el Pert.” 


technical advice which they received. In the group sampled 
by government interviewers sizeable increases in the use of 
selected seed were reported. Approximately one-third of the 
producers used special seed before the program and more 
than two-thirds afterwards. The degree of success is under- 
standable since it required no real change in the production 
process, rather, only a planting of different seeds in the 
traditional manner." 


There was much less success in encouraging the applica- 
tion of fertilizer, an input which requires a slight change in 


1¢ That improved seeds were utilized with no apparent change in 
production perhaps lends support to hypothesis that producers with 
too little land do not have sufficient cooperating inputs to effectively 
utilize increases in capital (seeds ). 
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the production process. There were some areas in which none 
of the recipients used fertilizer and when it was applied it 
was often not used in the prescribed quantities. 


Actually, if the contention of this paper is correct, the 
effects of this program in terms of increased production and 
acceptance of technical advice are not crucial. To the extent 
that supervised credit encourages inefficient producers to 
remain on the land it runs counter to general agricultural 
development goals, regardless of whether it is successful 
or unsuccessful within its limited scope. 


Supervised credit and development policy. What can be 
done to avoid repeating the Peruvian example? How can 
supervised credit be employed in a way that is compatible 
with agricultural development? 


Supervised credit should be aimed at the producers with 
enough land to make them potentially efficient and exclude 
the marginal farmers who have insufficient land to produce 
efficiently '* and/or support themselves and their families.’* 
Ideally, with advice and money, credit recipients will be en- 


abled to incorporate new inputs into their production func- 
tions, and, in the future, to borrow from unsubsidized sources. 


A supervised credit program which seeks a more efficient 
agricultural sector will discriminate against marginal pro- 
ducers and tend to force them from the land. Consequently, 
if it is not part of a larger plan to create jobs in other sectors, 
it will cause overt unemployment. In any case, it will likely 
cause transitional unemployment. 


Here, efficiency refers to the best use of capital. Supervised credit 
is designed to increase a farmer’s stock of physical capital as well as 
his ability to use it (i.e., human capital). A “potentially efficient” 
farmer is one who needs more capital if he is to utilize optimally his 
labor and land. 

16 In selecting credit recipients both potential for productive effi- 
ciency and the capacity of a plot to provide a living must be con- 
sidered. The need for heavy equipment to produce efficiency often 
sets a lower limit on ideal farm size. Sometimes, however, “working 
capital” such as selected seeds and fertilizers is all that is needed to 
increase productivity and the size of the farm is not particularly im- 
portant from the efficiency viewpoint. In these cases, at least enough 
land must be under cultivation to permit the proprietor to support 
his family and the minimum criterion becomes sufficiently of land. 
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It is often argued that there is already too much non- 
agricultural unemployment and that more people should not 
be encouraged to migrate from the farms. Frequently, in 
this argument, however, the costs of leaving the farmers on 
the land are ignored. If it were known that many displaced 
farmers were to be without jobs, the decision as to whether 
they should be encouraged to leave the farm should be based 
on a comparison of net benefits between two situations: (1 ) 
undertaking a supervised credit program which will increase 
urban (or small town) unemployment while leading to a 
more efficient agrarian sector; and (2) not undertaking a 
credit program and leaving marginal farmers unemployed 
in the agricultural sector. Urban unemployment is more ob- 
vious, but not necessarily more costly than rural underem- 
ployment. 


The role of the marginal farmer must be clarified if the ob- 
jectives of raising standards of living and increasing pro- 
ductivity efficiency are to be confronted directly. Problems 
arise from superficial reactions to low productivity and/or 
to poor living conditions without considering the reasons for 
their existence or the consequences of the policies used to 
improve the situation. If the implications of the policies are 
not understood, and, because of inaccurate analyses of prob- 
lems, the appropriate people are not chosen for assistance, 
supervised credit becomes a “welfare” program. Welfare pro- 
grams can easily be justified, but it is more difficult to do so 
when they are at the expense of increasing efficiency in the 
agricultural sector." 


Unfortunately, the argument in this paper could be con- 
strued as being against credit to small farmers. This inter- 
pretation is not intended. Rather, credit should be granted 
to appropriate small farmers. This will not guarantee success 
but will at least give the program an opportunity to succeed. 


17 Charles Nisbet found in Chile that unless supervised credit were 
part of a broader program of change, it tended to create an agrarian 
sector continually dependent on a welfare existence. Some economists 
maintain that credit should be a rural welfare tool (see Dario Bros- 
sard’s paper, “Features of Supervised Credit in Latin America’? and 
a discussion of supervised credit in Honduras by Rene Cruz, in the 
Proceedings from the 1952 conference on credit at the University of 
California ) but their’s is a minority view. 








22 INTER-AMERICAN ECONOMIC AFFAIRS 


If potentially efficient farmers (as defined by farm size) re- 
ceive assistance, there will be no doubt that marginal pro- 
ducers will be harmed. Once it is recognized that marginal 
farmers are disadvantaged, programs can be directed to them 
(preferably some type of job creation ). 


If the objectives of improving welfare and increasing effi- 
ciency were separated, a government could not respond to 
the charge that “not enough is being done for marginal 
farmers” by saying that the problem is being handled by 
supervised credit when in fact, the credit provides few long 
run benefits. 





United States Non-Tariff Measures and 
Trade Preferences for Latin America 
By INGO WALTER * 


One issue in the field of trade policy that will assume major 
importance in the 1970’s is the question of preferences de- 
signed to facilitate access to the major markets of the de- 
veloped countries for suppliers located in the developing 
economies. There is no longer much doubt that tariff prefer- 
ences of some kind will in fact materialize and will involve 
the United States.‘ Hence a critical derivative problem con- 
cerns the degree to which existing or proposed non-tariff 
measures may serve to offset preferences accorded in the 
area of tariffs—whether or not this is done intentionally—and 
the degree to which possible benefits to the developing coun- 
tries may as a consequence be neutralized. This paper ex- 
amines the relationship of non-tariff measures imposed on 
imports to trade preferences for less-developed countries in 
the specific context of United States-Latin American rela- 
tions. 





Introduction. The concept of trade preferences accorded 
by market-economy developed countries to less-developed 
nations has received a great deal of attention in the literature. 
In general, it is felt that particularly non-reciprocal, non- 


* Associate Professor of Economics, University of Missouri—St. Louis. 
Helpful comments by Professors Joseph P. McKenna and Robert Lor- 
ing Allen are gratefully acknowledged. 

1 For evidence of this, see United Nations Conference on Trade and 
Development, Substantive Documentation on the General Scheme of 
Preferences Forwarded by OECD to UNCTAD, Document TD/B/AC.5/ 
24 and addenda (Geneva: UNCTAD, 1969). 
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discriminatory import preferences, designed to provide the de- 
veloping countries with favored access to the large markets of 
the industrial economies, would contribute materially to their 
growth prospects.* The rationale has been that general trade 
liberalization of the type successfully pursued during the 
1960’s under the auspices of the General Agreement on 
Tariffs and Trade (GATT) serves the interests of the de- 
veloping countries poorly, since their emerging industries are 
often in a weak position to compete with rival suppliers in 
developed nations, while non-preferential concessions place 
both on the same competitive footing in the importing coun- 
try. Not until very recently, however, have proposals advo- 
cating trade preferences for developing countries shown much 
chance of success. 


In his introductory statement to the first United Nations 
Conference on Trade and Development in the spring of 
1964,* Raul Prebisch set the stage for a more or less united 
front on the part of the 77 participating developing countries. 
This resulted, among other things, in a persistent demand for 
improved access to developed-country markets. Although 
the moral and economic justification for many of the argu- 
ments was widely acknowledged in the advanced countries, 
no policy resulted.‘ Indeed, the developing nations were only 
secondary beneficiaries of the 1964-67 Kennedy Round of 
GATT trade negotiations, which excluded from far reaching 
liberalization many of the products of specific export interest 
to the less-developed nations. To this were added important 
division among the developing countries themselves, particu- 
larly the reluctance of countries already receiving prefer- 


2 See, for example, Hal B. Lary, Imports of Manufactures from Less- 
Developed Countries (New York: National Bureau of Economic Re- 
search, 1968); Harry G. Johnson, Economic Policies Toward Less- 
Developed Countries (Washington, D.C.: Brookings, 1967); David Wall, 
The Third World Challenge (London: Atlantic Trade Study, 1967); 
Sidney Weintraub, Trade Preferences for Less-Developed Countries 
(New York: Praeger, 1966); and John Pincus, Trade, Aid and De- 
velopment (New York: McGraw-Hill for the Council on Foreign Re- 
lations, 1967). 


‘Toward a New Trade Policy for Development (New York: United 
Nations, 1964). 


* See Johnson, op. cit. 
° David Wall, op. cit., pp. 15-20. 
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- ences—such as the Associated Overseas States (AOS) of the 
f European Economic Community (EEC )—to see their existing 
r preferred market-access broadened in a non-discriminatory 
e manner to include the less-developed nations. 


The concept of preferences received renewed impetus at 
Punta del Este, Uruguay, in April of 1967. President Johnson’s 
pronouncements, favoring in principle preferential tariff 
arrangements for the developing countries, signalled a funda- 
mental departure from U.S. insistence on the unconditional 
most-favored-nation (MFN) principle as the basis of Ameri- 
can trade policy.° Subsequently, the developing countries 
were able to articulate a set of trade demands in the form 
of the Charter of Algiers, eventually subscribed to by 88 
nations. Meanwhile, the developed market-economy countries 
agreed in principle within the Organization for Economic 
Cooperation and Development (OECD) to discuss seriously 
non-reciprocal preferences during UNCTAD II in New Delhi 
‘ in February and March of 1968. The two positions were re- 
r conciled during the UNCTAD II meetings, with the unanimous 
} agreement for the “early establishment of a mutually ac- 
i ceptable system of generalized non-reciprocal and non-dis- 
: criminatory preferences which would be beneficial to the de- 
y veloping countries.” 


— Fh YL 


Work on implementing the proposed preference system be- 
3 gan late in 1968 and carried through 1969, coordinated by the 
Special Committee on Preferences of UNCTAD. On No- 
' vember 14, 1969, the 18 OECD countries submitted separate 
“positive” lists of products—the EEC countries submitted a 
common list—on which they would be prepared to grant pre- 
ferential tariff concessions to the developing countries, as 
. well as “negative lists” of products on which they would not 
be prepared to grant such preferences. Most manufactures 
and semi-manufactures were included in the draft proposals 
for preferences. Exceptions in the U.S. positive list were 


‘In practice, the MFN principle had already been violated in the 
U.S.-Canadian free-trade agreements for automobiles and parts, signed 
in 1965. For a general outline of the U.S. position, see Gordon L. Weil, 
Trade Policy in the 1970’s (New York: Twentieth Century Fund, 1969). 
| The MFN principle dictates in essence that trade concessions granted 
to one foreign country be automatically and unconditionally extended 

| to all other countries as well on a non-discriminatory basis. 
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textiles, shoes and petroleum products, while the contro- 
versial “escape clause” provision was retained. The EEC 
offer incorporated a proviso for quotas applied to imports of 
a variety of simple manufactures in order to avoid “disruption” 
of the internal market by imports from less-developed coun- 
tries, and in addition continued preferential treatment (via 
exemption from the proposed quotas) of imports from the 
AOS. The Japanese offer likewise contained precautionary 
“antidisruptive” quota restrictions, while the U.K. and the 
remaining EFTA countries extended preference offers that 
appeared to be somewhat more liberal.’ 


Even assuming expeditious reconciliation of the various 
OECD members’ respective preference offers in UNCTAD 
and their development into an acceptable package, it is 
rather unlikely that the actual implementation of a non- 
discriminatory preference system will materialize in the im- 
mediate future. A great many problems remain to be solved, 
including the granting of “reverse preferences” —in cases such 
as the EEC-AOS arrangement—by developing nations to 
selected developed countries. In the meantime, the United 
States has made it clear that, in the absence of broad agree- 
ment among industrial countries on a general preference 
system for developing nations, it will proceed with a unilateral 
arrangement favoring Latin America. In part, this is in re- 
sponse to the demands voiced at the Vina del Mar meeting 
of ministers in May of 1969 for a revised U.S. policy toward 
Latin America which, in conjunction with the Rockefeller 
recommendations, pointed toward just this sort of program. 
In part, too, it undoubtedly represents an effort to apply 
pressure for rapid progress in the OECD-UNCTAD prefer- 
ence discussions, as well as an indication that the U.S. 
would be prep. red if necessary to neutralize continued EEC 
discrimination against Latin American exports with a dis- 
criminatory system of its own favoring Latin America. 


Regardless of whether U.S. preferences for Latin America 
are extended unilaterally or as part of a general arrangement 
worked out by the OECD countries in UNCTAD, it is im- 
portant to know whether such preferential entry into the 


7 See UNCTAD, op. cit. 
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American market will indeed be of substantial value to the 
Latin American economies. One of the factors which will de- 
termine the answer to this question is the structure of U.S. 
non-tariff measures (NTB’s) applied to imports of manu- 
factured and semi-manufactured goods, and particularly to 
those products of specific export interest to the Latin Ameri- 
can economies.* Aside from the evident protective effects 
of non-tariff measures, they may be readily used to offset re- 
duced tariff rates applied under a preferential trade arrange- 
ment, and thereby to negate any potential benefits. Further- 
more, non-tariff barriers have been essentially excluded from 
the above-mentioned preference discussions, and there is 
some question whether efforts in theGATT to secure their 
liberalization will bear fruit in the foreseeable future. 


United States Non-Tariff Obstacles to Imports. American 
applications of non-tariff measures to imports of manufac- 
tured and semi-manufactured products are quite extensive. 
In the case of processed food products, they assume a rather 
ad hoc structure, as opposed to systematic configurations of 
NTB’s which form an integral part of national systems of 
agricultural protection. In this respect, U.S. agricultural 
NTB’s differ markedly from the non-tariff systems of restric- 
tions that exist among the industrial countries of Europe, 
where agricultural support programs generally rely on ri- 
gorous and comprehensive applications of non-tariff measures 
—e.g., the variable levy system employed by the EEC. 


All U.S. imports of food products must meet health and 
packaging standards, and must be unadulterated, wholesome 
and properly packed with contents clearly labeled. These 


‘The following are good sources on the general problem of non- 
tariff obstacles to trade: William B. Kelly, “Non-tariff Barriers” in 
Bela Balassa (Ed.) Studies in Trade Liberalization (Baltimore: Johns 
Hopkins Press, 1967); Ingo Walter, ‘““Non-Tariff Barriers and the Free 
Trade Area Option,’ Banca Nazionale del Lavoro Quarterly Review, 
March, 1969; International Chamber of Commerce, Non-Tariff Ob- 
stacles to Trade (Paris: ICC, 1969); Committee on Economic Devel- 
opment, Non-Tariff Distortions of Trade (New York: CED, 1969); 
Corwin Edwards, Robert G. Hawkins and Ingo Walter, Trade Policy for 
the 1970’s: The Free Trade Alternative (New York and London: New 
York University Press and University of London Press, 1970-forthcom- 
ing); as well as Non-Tariff Obstacles and the Export Performance of 
Developing Countries (Geneva: UNCTAD, 1969). 
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standards, however, also apply to food products in interstate 
commerce within the country, and a uniform set of quality, 
packaging, and labeling rules are increasingly being en- 
forced by the Federal government in the interests of con- 
sumer protection. Hence, while such standards may appeai 
restrictive to foreign suppliers accustomed to less exacting 
ones, they hardly seem to be discriminatory with respect to 
imports and would not be considered restrictive on the 
surface. On the other hand, there is some evidence to 
suggest that food processors in developing countries have 
more difficulty meeting U.S. quality standards than thei 
competitors in developed supplier nations — particularly 
with regard to inspection standards—and that the incidence 
of this type of NTB may therefore fall disproportionately 
upon them.’ 


In addition to an embargo on Department of Defense pur- 
chases of foreign-produced food products and textile staples, 
largely due to balance-of-payments considerations and os- 
tensibly of a temporary nature, processed meat imports are 
subject to quantitative restrictives based on 1959-63 import 
levels. These may be applied on a contingency basis when- 
ever the volume of imports exceeds a certain level. As of this 
writing, however, these restrictions had not been imple- 
mented by the U.S. in spite of substantial increases in im- 
port volumes and subsequent pressure from import-competing 
interests to do so. Indeed, there has been some indication that 
major beef suppliers such as Australia and Argentina would 
self-limit their exports to the U.S. rather than face the pos- 
sibility of a quota. 


Dairy products constitute a second area of protective pres- 
sure in the form of U.S. non-tariff import restrictions: '° there 
are quotas on evaporated and condensed milk, certain cheeses 
and other specified dairy products. Imports of Edam, Gruyere, 
Gouda, and Emmenthaler cheeses and condensed evaporated 
milk in 1967 were 2.7 billion pounds of whole-milk-equivalent, 
and the quota reduced this to 1.8 billion pounds in 1968 and 


® See ibid., Parts IV and V. 


10 These are discussed here in spite of the fact that they are not con- 
sidered manufactures or semi-manufactures under the U.N. definition. 
See Footnote 22, below. 








Al 


1g 








TRADE PREFERENCES FOR LATIN AMERICA 29 
1.4 billion pounds in 1969. Assuming a 5 per cent hypotheti- 
cal import growth rate—which may represent a low projec- 
tion—this constitutes a restrictiveness (in per cent of hypo- 
thetical imports) of 37 percent in 1968 and 53 per cent in 
1969. Beyond this, import quotas also apply to wheat prod- 
ucts, and refined sugar. All of these restrictions arise out of 
ongoing domestic agricultural support programs. Furthermore, 
tariff quotas are applied to imports of fresh milk and cream, 
butter, canned tuna and certain other fish products. 


A number of additional non-tariff restrictions are applied 
to U.S. imports of food products. For example, imports of 
canned clams are subject to the American Selling Price ( ASP ) 
system of customs valuation, although the volume of imports 
of this product has remained high.'! Marketing standards re- 
strict tomato imports.'? Margerine may not contain fish oils, 
commonly used in the manufacture of this product in other 
countries. Restrictive valuation practices are imposed on dis- 
tilled spirits, with imported bottled spirits under 100-proof 
being assessed import duties and excise taxes as though they 
were 100-proof. Moreover domestic excise taxes and sales taxes 
on agricultural produce also apply to imports, whether levied 
at the national or state-local level. In all, U.S. National NTB’s 
on farm products and processed foods cover about one-fourth 


11 The ASP of customs valuation bases the value of imports on which 
the customs duty is assessed upon the selling price of comparable 
American-produced items, rather than the invoice value of the im- 
ported product itself. It is thus similar in nature to a variable levy 
contingent on the price of import-competing products: the higher U.S. 
suppliers’ prices, the higher the levy. As a result, it represents one 
of the few cases where import-competitors can affect the degree of 
protection by their own actions in the marketplace and without going 
through the standard commercial policy decision-making mechanism. 


12 An interesting case in point is the marketing standard applied to 
imported tomatoes by the U.S. Department of Agriculture in January 
of 1969. At the request of import-competing Florida suppliers, USDA 
ruled that green tomatoes sold in the U.S. must be at least 29/32” 
and ripe tomatoes at least 217/32” in diameter. Although they apply 
to both U.S.-grown and imported tomatoes, only about 15% of the 
American crop is affected while the regulations affect over half of the 
Mexican crop—Mexico is the chief supplier of tomato imports. The 
resulting rise in U.S, retail tomato prices is estimated to be well over 
50%. See The Wall Street Journal, March 4, 1969. Again, these do 
not represent manufactures, but do serve as a good illustration of the 
kind of NTB that may be imposed. 
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of all import categories and about the same proportion of 
actual imports. This percentage is substantially higher in the 
case of tobacco and beverages.*® 


In terms of primary materials, primarily quantitative re- 
strictions are used. Quotas are imposed on crude-oil imports 
and their processed derivatives as a direct result of pressure 
brought to bear by domestic oil interests, using arguments 
relating to national defense needs for substantial and con- 
tinuing U.S. crude-oil production levels. The conflict between 
the interests of oil importers, consumers, domestic oil pro- 
ducers, and various regions of the U.S. came to a head in the 
Machiasport, Maine case in 1968-69. A proposal to set up 
a “foreign trade zone” free from import restrictions to pro- 
cess foreign crude for the New England market by the 
Occidental Petroleum Company was vigorously defended by 
Northeast regional interests and consumer groups, and op- 
posed by Southwest interests and import-competing oil sup- 
pliers. Indeed, a number of exemptions have been granted 
in the past from the U.S. oil-import restrictions in order to 
stimulate local economies, reduce air pollution, and so forth. 
In each case, serious conflicts of interest have arisen, along 
with charges of ‘excessive’ profits earned by those firms 
fortunate enough to be granted exemptions and able to pro- 
cess low-cost foreign crude. In general, the imports of foreign 
crude oil and derivatives are limited to about 12 percent of 
domestic production. Recent proposals by the President’s 
advisory group on oil import quotas lean toward their re- 
placement by tariffs or tariff quotas. 


A prominent U.S. non-tariff restriction on industrial prod- 
ucts pertains to benzenoid chemicals, where the American 
Selling Price valuation system is applied to a highly price- 
competitive industry and is alleged to be very restrictive of 
imports. Indeed, the liberalization of a substantial number 
of foreign non-tariff restrictions on U.S. exports was made con- 
tingent on American removal of the ASP system during the 
1964-67 Kennedy Round of Trade negotiations. Congressional 
hearings held on the subject indicate the intensity of opposi- 
tion to such liberalization by the American chemical indus- 


13 See Ingo’ Walter, “Non-Tariff Barriers and the Free Trade Area 
Option,” Banca Nazionale del Lavoro Quarterly Review, March 1969. 
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try.'* The ASP system of customs valuation is also applied to 
certain kinds of rubber footwear and low-value woolen knitted 
gloves. 


Likewise in the area of industrial-goods non-tariff import 
restrictions are valuation practices connected with the so- 
called “final list” of products which arose out of the Customs 
Simplification Act of 1956 and is still in force. In an effort 
to simplify valuation procedures, the ‘export value” of prod- 
ucts imported into the United States was to be used as the 
basis for valuation rather than the prices at which the im- 
ported goods were being traded in the country of origin (the 
“foreign value”). This was indeed done for all commodities 
with the exception of those items whose effective duties would 
at that time have been lowered by 5 per cent or more. These 
were exempted from the new “export value” system, and 
constitute the “final list’ under section 402a of the Tariff 
Act of 1930. Because actual valuation practices are difficult 
to establish, it is virtually impossible to estimate the restric- 
tive impact of the “final list,” which may indeed be quite 
minimal." 


U.S. automobile safety and air-pollution standards, in- 
cluding such standards applied to tires and other automotive 
equipment, have also on occasion been alleged to represent 
non-tariff obstacles. Foreign suppliers have charged, for 
instance, that small-displacement foreign-built engines have 
more difficulty in conforming to air-pollution standards than 
the typical large-displacement U.S. units. However, after some 
effort, foreign automobile producers have had little difficulty 
in meeting both safety and pollution controls, and there is 
little evidence of discrimination in their implementation. 
Moreover, U.S. insurance costs, registration fees and taxes 
are either proportional or progressive—based on value or 
horsepower—thereby generally falling less heavily on imports, 


14 See, for example, Tariff and Trade Proposal, Hearings Before the 
Committee on Ways and Means, House of Representatives, 90th Con- 
gress, Parts 1 and 2 (Washington, D.C.: Government Printing Office, 
1968). 

15Qn the general problem of U.S. customs valuation, see R. E. 
Smith, Customs Valuation in the United States (New York: McGraw- 
Hill, 1948). On the “final list” and current customs practices, see 
U.S. Bureau of Customs Exporting to the United States (Washington,: 
U.S. Government Printing Office, 1963). 
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the reverse of standard practice in Europe. United States 
safety standards also apply to compressed-gas cylinders, which 
must be tested and approved during manufacture in compli- 
ance with the Code of Federal Regulations. Inspection is not 
possible outside the U.S., and hence a restrictive intent may 
be present. 


In cotton textiles, there are quantitative barriers imposed as 
part of the Long-Term Cotton Textile Agreement of 1962, 
under which bilateral agreements were negotiated with 22 
countries which supply 80 percent of U.S. cotton-textile im- 
ports. Similarly, self-limiting export restrictions on steel have 
been imposed by Japan, Italy, Belgium, Luxembourg, the 
Netherlands and Germany which bind sales to the U.S. through 
1971 to 5 per cent annual increases. The import ceilings are 
14 million tons in 1971, allocated at 40 per cent to Japan, 
40 percent to the EEC, and 20 per cent to other countries. 
At 1968 import levels of 17.5 million tons, these ceilings 
would represent reductions of 20 per cent in 1969, 16 per 
cent in 1970 and 12 per cent in 1971. Assuming a hypotheti- 
cal 5 per cent growth in steel imports (about twice the annual 
growth rate of steel consumption) the restrictiveness of the 
“voluntary” export controls would be between 18 and 22 per 
cent of the hypothetical import values. 


The self-limiting export controls imposed by foreign coun- 
tries were applied in response to fears of quantitative steel- 
import controls that might be applied under pressure from 
the U.S. steel industry. The latter, however, has continued to 
press for more stringent controls.'* There are additional self- 
limiting export controls imposed by the U.S. on foreign coun- 
tries, particularly Japan, covering a wide variety of commodi- 
ties. Nor is this a very recent development. One study indi- 
cates that in 1961 Japan imposed “voluntary” export controls 
on 41 distinct product groups, of which 36 were applied at 
the behest of the United States." 


16 For the import-competitors’ case, see American Iron and Steel 
Institute, The Steel Import Problem (New York: AISI, 1968). The 
pressure was eased considerably in 1969, however, as foreign steel 
producers were unable to fill even the self-imposed quotas. 

17 See Noel Hemmendinger, Non-Tariff Trade Barriers of the United 
States (Washington, D.C.: United States - Japan Trade Council, 1964), 
p. 7. 
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Miscellaneous U.S. NTB’s on manufactured imports include 
countervailing duties on imports of transmission towers and 
steel products from Italy—allegedly being dumped—and a 
prohibition on imports of English-language books in amounts 
exceeding 1500 copies unless the authors are nationals of 
the exporting country and the latter adheres to the Universal 
Copyright Convention. There is a reported requirement (in 
many contracts and some state and municipal regulations 
on procurement) that steel bars be stamped with the name 
and address of the foreign manufacturer, in raised embossed 
letters made by an expensive machine not in general use out- 
side the United States, as well as a reported requirement or 
proposal that container ships, to be eligible for U.S. subsidy, 
be manufactured with three complete sets of U.S.-made con- 
tainers. Also, there has been some complaint abroad that U.S. 
manufacturers of commercial aircraft have benefited from 
government subsidies, particularly in the form of spillovers 
from similar defense-related aircraft. Of course, a like argu- 
ment may be applied to a wide variety of technology-intensive 
products which have shown substantial export strength. It 
may also be argued that whether U.S. investment in R & D 
is channeled through the public or private sector is rather 
immaterial from a trade standpoint. Moreover, it is quite evi- 
dent that U.S. government activities in the aerospace industry 
have had a substantial impact on production in foreign coun- 
tries as well as domestically.'® 


Beyond these specific NTB’s a number of contingency non- 
tariff restrictions exist. All U.S. imports may be subjected 
to countervailing duties whenever an imported good is found 
to be clearly subsidized by the exporting country. This duty 
is ostensibly mandatory, without discretionary latitude or an 
injury requirement. There is also the standard anti-dumping 
provision, which is supposed to prevent the sale of products 
in the U.S. being imported at prices below those prevailing 
in the country of origin to the extent that U.S. industry is 
being injured. The difficulties involved in defining “injury” 
and “dumping” in an operational way are numerous. This is 


's See Harry R. Biederman, International Trade and Cooperation 
in Aerospace Products (Burbank: Lockheed Aircraft Corporation: 1968 ) 
Development Planning Report No. 80, p. 223. 
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reflected in the fact that during the 1955-63 period, for ex- 
ample, less than 25 percent of the 282 dumping complaints 
brought before the Tariff Commission resulted in the imposi- 
tion of anti-dumping duties.'* Dumping complaints in 1968 
included Dutch television tubes and Japanese television re- 
ceivers. 


Finally, substantial “buy national” policies are imposed at 
both federal and state-local levels. All goods, purchased by 
the federal government must be supplied domestically unless 
unavailable, unreasonable in cost, or against the public in- 
terest. On most goods, domestic suppliers are given a 6 pei 
cent price margin on federal contracts, which may be raised 
to 12 per cent if supplied by small businesses or by firms lo- 
cated in depressed areas. According to one source, restrictions 
of a similar type are imposed by at least 20 states.*" Locali 
ties and special districts undoubtedly apply ‘“buy-domestic”’ 
practices as well, either explicitly or implicitly, as well as “buy 
local” policies, which are discriminatory both interregionally 
and internationally. Defense Department purchases are sub 
stantially more biased toward U.S.-supplied goods, with a 50 
per cent price margin allowed domestic producers on most 
industrial products.*’ 


Incidence of U.S. Non-Tariff Measures and Latin American 
Exports. Having briefly surveyed the structure of American 
non-tariff measures applied to imports, in terms of specific in- 
stances of NTB use, it is worthwhile to indicate in a more 
systematic way the extent to which U.S. NTB’s fall on indi- 
vidual product groups, and more particularly those product 
groups of special export interest to Latin America. Since it is 


1% Allen Taylor, Executive Secretary, United States- Japan Trade 
Council (correspondence ), November 14, 1968. 

“” Norman S. Fieleke, “The Buy-American Policy of the United 
States Government: Its Balance of Payments and Welfare Effects,” 
New England Economic Review, July/August 1969. 

21On U.S. “buy-national” policies at the federal level, see R. Knapp, 
“Buy-American Act: A Review and Assessment,” Columbia Law Revieu 
(1961) p. 430. On defense procurement, see Joint Economic Com- 
mittee, Subcommittee on Defense Procurement, 88th Congress, 1st 
Session, Hearings on the Impact of Military Supply and Service Ac- 
tivities on the Economy (Washington, D.C.: Government Printing 
Office, 1963). For miscellaneous legislation pertaining to federal 
procurement, see references listed in Hemmendinger, op. cit., pp. 11-12. 
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likely that any tariff-preference system adopted will concen- 
trate on manufactures and semi-manufactures, we shall con- 
sider these products only in the following analysis. 


Table 1 illustrates the composition of United States imports 
of manufactured and semi-manufactured products, grouped 
according to two-digit Standard International Trade Classifi- 
cation commodity categories for 1967. It is clear that the 
most important Latin American exports to the U.S., in terms 
of value, consist of refined petroleum products, non-ferrous 
metals, processed meats and other prepared foods, chemicals 
and pharmaceuticals, and textiles. Even so, imports of manu- 
factures and seim-manufactures amounted to only $1.2 billion 
out of total U.S. imports from Latin America of $3.8 billion 
or about 30 per cent of the total. 


Columns 3 and 4 of Table 1 indicate the respective shares 
of the U.S. import market for manufactures and semi-manu- 
factures held by Latin America and by all developing countries 
combined. Developing nations hold a major share (over 20 
per cent) of U.S. imports in products such as clothing, textiles, 
wood, cork and leather manufactures, toiletries, medicinal and 
pharmaceutical items, petroleum derivatives, processed fats 
and waxes and processed food products. In all, however, only 
16.2 per cent of American imports of manufactures and semi- 
manufactures originated in developing countries, while the 
latter’s share of total imports (including primary commodi- 
ties ) was 28.6 per cent in 1967. 


The last column of Table 1 depicts the relative share of 
Latin America in United States imports of manufactures and 
semi-manufactures from less-developed countries. Overall, 
about one-half of all U.S. purchases from developing coun- 


‘The U.N. definition of manufactured and semi-manufactured 
products is used, i.e., all except SITC categories 001, 011, 022, to 
025, 031, 041 to 045, 051, 054, 061, 071, 072.1, 074, 081, 121, 211 
212, 221, 231.1, 241, 232. 244.01, 261. to 265, 271, 273 to 276, 281 
to 286, 291, 292, 321, 331.01, 341.1, 411, 421 and 422, which are con- 
sidered primary products. See U.N. Secretariat, Statistical Papers, 
Series M, No. 34 (Standard International Trade Classification, Re- 
vised (New York: U.N., 1961), and U.N. Conference on Trade and 
Development, The Definition of Primary Commodities, Semi-manu- 
factures and Manufactures, Document TD/B/C.2/3 (Geneva: UNCTAD, 
July 2, 1965). 





INTER-AMERICAN ECONOMIC AFFAIRS 


TABLE 1 


UNITED STATES IMPORTS FROM LATIN AMERICA 
MANUFACTURES AND SEMI-MANUFACTURES, 1967 
Thousands of U.S. Dollars f.o.b. and per cent) 


2 3 
1967 U. S. Imports From Import Share 
DESCRIPTION U. S. Imports Latin America Latin Amer 
Processed meats 256 262 60,623 
Processed fish 98.082 10,995 
Cereal products 26.734 0 
Prepared fruits 177,884 24.354 
Sugar products 19,509 289 
Processed cocoa 76.311 32.873 
Misc. food preparatic 32 827 1 
Beverages 528 572 2 
Manufactured toba 7,729 
Rubber, except crude 20.632 
Wood and cork products 394.294 
Pulp and waste paper 402.696 
Textile fibers 56.461 145 
Refined petroleum products 920,741 443,601 
Processed oils and fats; waxes 9,615 6,684 
Chemical elements & compounds 450.413 32,564 
Tar and crude derivatives 8,781 0 
Dyes 52,554 5,236 
Medicinal & pharmaceutical 71,656 5,517 
Perfumes, cleaners, toiletris 68,654 1,789 
Manufactured fertilizers 142.314 2,011 
Explosives 41,026 309 
Plastics 60,281 161 
Misc hemicals 67,390 6,590 
Leather manufactures 89,222 16,722 
Rubber manufactures 93,653 0 
Wood and cork manufactur 302 520 16,522 
Textile manufactures 961,607 2,018 
Textile manufactures 811,904 37,477 
Non-metallic mineral manufactures 731,064 16,988 
Iron and steel 732,760 31,506 
Non-ferrous metals 562,342 303,141 
Misc. metal manufactures 462,779 5,962 
Nonelectric machinery 888,994 9,793 
Electric machinery 139,832 10,360 
Transport equipment 762,383 528 
Construction equipment 33,485 760 
Furniture 97,794 2,545 
Travel goods and accessories 72,039 953 
84 Clothing 648,752 6,230 
85 Footwear 263,220 3,787 
86 Precision instruments 433,410 1,373 
89 Misc. manufactures 1,034,506 16,848 
TOTAL MANUFACTURES AND SEMI 
MANUFACTURERS 19,113,695 1,168,636 
TOTAL ALL IMPORTS 26,815,632 3,853,170 
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Data: OECD, Statistical Series C, Trade by Commodities: Imports 
Paris: OECD, 1969 Definition of primary products, semi 


manufacturers and manufacturers: UNCTAD document TD/B/C 
213 of 2 July 1965 
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Table 1 ( Continued 


sITC DESCRIPTION 
x 01 Processed meats 

03 Processed fish 

04 Cereal products 

05 Prepared fruits 

06 Sugar products 

07 Processed cocoa 

09 Misc. food preparations 
Beverages 
Manufactured tobacco 
Rubber, except crude 
Wood and cork products 
Pulp and waste paper 
Textile fibers 
Refined petroleum products 
Processed oils and fats, waxes 
Chemical elements & compounds 
Tar and crude derivatives 
Dyes 
Medicinal & pharmaceutical prods 
Perfumes, cleaners, toiletries 
Manufactured fertilizers 
Explosives 
Plastics 
Misc. chemicals 
Leather manufactures 
Rubber manufactures 
Wood and cork manufactures 
Paper and paperboard manufactures 
Textile manufactures 
Non-metallic mineral manufactures 
Iron and steel 
Non-ferrous metals 
Misc. metal manufactures 
Nonelectric machinery 
Electric machinery 
Transport equipment 
Construction equipment 
Furniture 
Travel goods and accessories 
Clothing 
Footwear 
Precision instruments 
Misc. manufactures 
TOTAL MANUFACTURES AND SEMI 

MANUFACTURERS 

TOTAL ALL IMPORTS 
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tries came from Latin America in 1967, although only slightly 
over one-third of manufactured and semi-manufactured im- 
ports was derived from Latin American sources. The latter’s 
share among the less-developed suppliers is greatest in the 
area of processed foods, metals, chemicals and plastics, pe- 
troleum derivatives, as well as fats and waxes, and lowest 
in clothing, electrical machinery, textile fibers and manufac- 
tures of wood and cork products, and certain miscellaneous 
manufactures. 


Given this import makeup, how does the distribution of 
U.S. non-tariff measures such as those enumerated in the 
previous section compare with existing tariff rates and with 
the importance of Latin America as a source of supply of 
the indicated manufactured and semi-manufactured product 
groups? In order to answer this question, a variety of sources 
was used to obtain an inventory of U.S. non-tariff measures 
allegedly impeding imports.** Aside from, measures which 
affect all imports—e.g., government procufement—these ob- 
stacles were identified according to the progucts to which they 
are applied via a 5-digit SITC commodity preakdown. In this 
way, it was possible to determine the Cae of NTB’s 
of importable products, as well as the ‘proportion of U.S. 
imports from a variety of sources actually subject to non- 
tariff measures. While this inventory is surely not exhaustive, 
it is as complete as currently-available information will allow. 
The relevant data are presented in Table 2. 


Column 1 indicates the unweighted mean tariff rates for the 


23 The following sources were used, among others, in the compila- 
tion of the NTB inventory: (a) International Chamber of Commerce, 
Non-Tariff Obstacles to Trade (Paris: ICC, 1969), (b) A variety of 
GATT documentation released prior to 1968, (c) UNCTAD studies 
of quantitative import restrictions contained in the following docu- 
ments: TD/B/C.2/26 and Corr. 1, TD/B/C.2/9, TD/B/82/Add, 2 and 
Corr. 1-4, TD/20 and Supplements, and TD/B/AC.5/5, as well as 
UNCTAD country-studies published in 1969; (d) U.S. Office of the 
Special Representative for Trade Negotiations, “Preliminary Inven- 
tory of Non-Tariff Barriers” in Committee on Ways and Means, U.S. 
House of Representatives, Foreign Trade and Tariff Proposals (Wash- 
ington, D.C.: Government Printing Office, 1968), (e) Bureau of In- 
ternational Commerce, U.S. Department of Commerce, “Non-Tariff 
Barrier Inventory by Country” in ibid., Part 9, as well as (f) various 
sources obtained by the author in the course of preparing the UNCTAD 
document Non-Tariff Obstacles and the Export Performance of De- 
veloping Countries (Geneva: UNCTAD, 1969). 
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various product categories that would be subject to reduction 
or elimination in any preference system favoring imports 
from Latin America or developing countries generally. These 
represent tariff averages as they will exist after the Kennedy 
Round reductions have been fully implemented in 1972. Col- 
lumn 2 presents the percentage of individual manufactured 
and semi-manufactured products in each of the indicated 
product groups subject to U.S. non-tariff measures. Note that 
in the case of fruit, sugar and cocoa preparations, as well as 
wood and cork products, pulp and waste paper, textile fibers, 
tar and crude derivatives, explosives, leather manufactures, 
paper and paperboard manufactures, non-ferrous metals, fur- 
niture, travel goods and accessories, and precision instru- 
ments, NTB’s evidently do not play a role. Hence the existing 
tariff base, using the traditional conception of tariff protection, 
should provide a reliable indicator of the potential for the trade 
expansion of American imports with a given degree of sensi- 
tivity of U.S. demand and foreign supply to tariff reduction.** 


By way of contrast, processed meats, cereals and fish, pe- 
troleum products, fertilizers, dyes, plastics, iron and steel, 
clothing, footwear and certain types of machinery are all 
heavily subject to U.S. NTB’s. It is impossible to determine 
offhand whether the non-tariff obstacles render the tariffs 
redundant, or whether the composite protective effect of tariffs 
combined with NTB’s is substantially higher in such cases 
than if tariffs alone were involved. Nevertheless, it is likely 
that the restrictive effect of NTB’s is greater in those products 
where their coverage is relatively broad than where it is rela- 
tively narrow. 


Columns 3 and 4 of Table 2 indicate the proportion of 
American imports of manufactures and semi-manufactures 
from the world and from developing countries, respectively, 
actually entering the U.S. under non-tariff measures. In all, 
27.4 per cent of all identified manufactured and semi-manu- 


24 This does not necessarily hold, however, if the “effective pro- 
tection” concept is used. See Georgio Basevi, “The U.S. Tariff Struc- 
ture,” Review of Economics and Statistics, May 1966. On the other 
hand, the effective protection concept may well be of questionable 
validity if the relative inputs are at least partially produced at home. 
See Roy J. Ruffin, “Tariffs, Intermediate Goods, and Domestic Pro- 
duction,” American Economic Review, June 1969. 
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TABLE 2 
UNITED STATES TARIFFS AND NON-TARIFF 
MEASURES FACING LATIN AMERICAN EXPORTS 


SITC 
ex O1 
ex 03 
ex 04 
ex 05 


DESCRIPTION 
Processed meats 
Processed fish 
Cereal products 
Prepared fruits 
ex 06 Sugar products 
ex 07 Processed cocoa 
09 Misc 
ex 11 Beverages 
ex 12 
ex 23Rubber, except crude 
ex 24 
ex 26 Textile fibers 
ex 33 


food preparations 
Manufactured tobacco 


Wood and cork products 
25 Pulp and waste paper 


(1 
Mean Rate 
of Duty 
8.17 
3.99 
16.47 
12.56 
7.83 
3.49 
9.10 
19.30 
19.60 


70 
799 

0.00 
16.84 


3.10 


(2 
Per Cent of Products 

Subject to Non 
Tariff Measures 

100.0 

50.0 

28.6 

0.0 

0.0 

0.0 

0.0 

80.0 

33.3 

33.3 

0.0 

0.0 

0.0 

75.0 


43 
51 
52 
53 
54 
55 
56 
58 
59 
61 
62 
63 
64 
65 
66 
67 
68 
69 
71 
72 
73 
81 
82 
83 
84 
85 
86 
89 
TOTAI 


Refined petroleum products 
Processed oils and fats, waxes 7.00 25.0 
Chemical elements & compounds 7.74 40.9 
Tar and crude derivatives 4.83 0.0 
Dyes 18.90 75.0 
Medicinal & pharmaceutical prods 9.93 62.5 
Perfumes, cleaners, toiletries 4.96 16.7 
Manufactured fertilizers 4.60 100.0 
Explosives 9.30 0.0 
Plastics 9.60 100.0 
Misc. chemicals 70 60.0 
Leather manufactures 35 0.0 
Rubber manufactures 70 

Wood and cork manufactures 10 

Paper and paperboard manufactures 5.70 

Textile manufactures 16.50 

Non-metallic mineral manufactures 50 

Iron and steel 7.40 

Non-ferrous metals 55 

Misc. metal manufactures 11.02 

Nonelectric machinery 6.05 

Electric machinery 8.30 

Transport equipment 7.16 

Construction equipment 14.06 

Furniture 11.20 

Travel goods and accessories 16.70 

Clothing 18.78 

Footwear 8.90 

Precision instruments 14.70 

Misc. manufactures 8.22 
MANUFACTURES AND SEMI- 

MANUFACTURES 12.70 


Tariff averages—Robert G 
1970’s: The Free Trade Area Alternative 
U. and University of London Press, 1970-forthcoming ) 
in 1972 at the conclusion of the Kennedy Round reductions 
SITC 56 from Harry T. Cowie and Maxwell Stamp 
quences for Britain” in Thomas M. Franck and Edward 
Eds A Free Trade Association (New York and London 
(Continued ) 


Data 


“Economic 
Weisband 
New York 


(3 
Per Cent of U.S. I 

Subject to Non 
Measures 
100.0 
30.4 
5.8 
0.0 
0.0 
0.0 
0.0 
99.9 
5.0 
0.0 
0.0 
0.0 
0.0 
93.7 
0.0 
48.6 
0.0 
81.0 
38.2 
18.5 
100.0 
0.0 
100.0 
38.9 
0.0 
94.2 
0.0 
0.0 
24.9 
3.3 
79.2 
0.0 
0.9 
0.5 
92.7 
73.3 
100.0 
0.0 
0.0 
92.1 
16.0 
0.0 
98 


40.3 


Hawkins, in Trade Policy for the 
New York and London 


All rates apply 
Rate for 


N.Y 


Conse- 
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Table 2 ( Continued 


DESCRIPTION 

Processed meats 

Processed fish 

Cereal products 

Prepared fruits 

Sugar products 

Processed cocoa 

Misc. food preparations 
Beverages 

Manufactured tobacco 
Rubber, except crude 

Wood and cork products 

Pulp and waste paper 

Textile fibers 

Refined petroleum products 
Processed oils and fats, waxes 
Chemical elements & compounds 
Tar and crude derivatives 
Dyes 

Medicinal & pharmaceutical prods 
Perfumes. cleaners, toiletries 
Manufactured fertilizers 
Explosives 
Plastics 
Misc. chemicals 
Leather manufactures 
Rubber manufactures 

Wood and cork manufactures 
Paper and paperboard manufactures 
Textile manufactures 
Non-metallic mineral manufactures 
Iron and steel 

Non-ferrous metals 
Misc. metal manufactures 
Nonelectric machinery 
Electric machinery 
Transport equipment 
Construction equipment 
Furniture 

Travel goods and accessories 
Clothing 

Footwear 

Precision instruments 

Misc. manufactures 


TOTAL MANUFACTURERS AND SEMI- 


MANUFACTURES 


(“4 
Per Cent of U. S 
Imports from 


(5 
Per Cent of U.S 
Imports From 


Developing Countries Latin Am. ¢ tric 


Subject to Non 
Tariff Measures 
100.0 
56.6 
0.0 
0.0 
0.0 
0.0 
0.0 

100.0 
0.0 
0.0 
0.0 
0.0 
0.0 
4 
O 
0 
O 
0 
4 
3 


4 
0 
5.6 
0 
0 


0 
> 


0 
0 
9 
0.0 
91.1 
83.8 
100.00 
0.0 
0.0 
95.3 
24.8 
0.0 
13.3 


51.2 


Subject to Non 
Tariff Measures 
100.0 
70.1 
0.0 
0.0 

00 
0.0 
0.0 
100.0 
0.0 
0.0 
0.0 
0.0 
0.0 
98.2 
0.0 
66.0 
0.0 
0.0 
4.3 
0.0 
100.0 
0.0 
100.0 
6.1 
0.0 
0.0 
0.0 
0.0 
86.7 
16.2 
100.0 
0.0 


0.0 
95.4 
33.7 

100.0 

0.0 

0.0 
96.7 

8 
0 


Data (cont'd) University Press and University of London Press, 1968 
Non-Tariff data, see text, footnote 23. Trade 
Statistical Papers, Series D, Commodity Trade Statistics (New York 
U. N.. 1969), and OECD, Statistical Series C, Trade by Commodities 


Imports (Paris: OECD, 1969) 


data—United Nations, 
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(6 


Weighted 


Inc 


idence 


of U. S 


Me 


asures 
100.0 
54.2 
14.4 
0.0 
0.0 
0.0 
0.0 
98.5 
54.0 
1.4 
0.0 
0.0 
0 
98 
31 
56.5 
0 
85 
74.4 
22.7 
100.0 
0.0 
100.0 
73.5 
0.0 
63.4 
4.0 
0.0 
17.6 
4.9 
84.3 
0.0 
16.5 
14 
85.6 
67.5 
100.0 
0.0 
0.0 
93.6 
21.0 
0.0 
19.7 


38.8 
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factured items are covered by U.S. NTB’s, 40.3 per cent of 
imports of these products enter the U.S. under non-tariff ob- 
stacles, while 51.3 per cent of imports from less-developed 
countries do so. As Column 5 shows, the percentage of U.S. 
imports of manufactures and semi-manufactures from Latin 
America subject to U.S. NTB’s is 52.7. While it is not possible 
to consider these figures as indicative of restrictiveness of 
NTB’s, they do show that imports from developing countries 
and from Latin America, respectively, may tend to be some- 
what more heavily subject to such measures than manufac- 
tured and semi-manufactured imports in general. In the 
Latin American case, this is apparently due to the concentra- 
tion of exports to the U.S. in such product groups as pro- 
cessed foods, refined petroleum, certain chemicals and plastics 
as well as certain textiles, heavily subject to non-tariff mea- 
sures. 


Since the own-import-weighted incidence of U.S. non- 
tariff measures presented in Columns 2-4 of Table 1 cannot 
be considered indicative of their restrictiveness—since highly 
restrictive NTB’s would tend to depress import values and 
thus lower the averages—the coverage index presented in 
Column 1 would appear to be better suited for this purpose. 
However, since it assigns an equal weight to each product, 
regardless of its quantitative importance in trade, a possible 
improvement would be to weight each product to which U.S. 
non-tariff measures are applied by a factor representing its 
relative importance in the imports of industrial countries in 
general. These figures, using OECD imports as weights for 
the U.S. NTB applications, are given in Column 6 of Table 1. 
The weighted incidence of American non-tariff measures ap- 
plied to imports of manufactures and semi-manufactures, cal- 
culated in the manner described, turns out to be 38.8 per cent, 
as compared with 12.7 per cent for the unweighted incidence. 


Eliminating all of those product groups not subject to non- 
tariff measures by the U.S., as well as those of no immediate 
export interest to Latin America,*’ it is possible to gauge at 
least ordinally the extent to which NTB’s may impair prefer- 
ential tariff concessions accorded Latin America. Table 3 re- 


25 SITC 23 and 62 (rubber, except crude, and rubber manufactures ) 
and 52 (tar and crude derivatives ). 
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produces the mean tariff rates and weighted NTB coverage 
indexes developed in Table 2 for those product groups of 
immediate or potential export interest to Latin America in the 
manufactures and semi-manufactures sector (Columns 1 and 
2).*° These data are standardized in Columns 3 and 4 on 
the basis of 100 to the mean value, in order to facilitate identi- 
fication of those product groups that lie significantly above and 
below the mean tariff and non-tariff factors. Making the as- 
sumption of equal weights for the two factors, a set of com- 
posite values may be computed from the standardized figures, 
presented in Column 5. These, in turn, are ranked in the 
order of their magnitude. 


Given the post-Kennedy Round tariff levels and the inci- 
dence of U.S. non-tariff measures applied to imports, it would 
appear that beverages, clothing, dyes, construction equipment 
and manufactured tobacco products fall at the high end of 
the range of composite values, while nonelectric machinery, 
wood and cork manufactures, toiletries and cleaners, pro- 
cessed fish and miscellanous manufactures fall at the low 
end of the scale. 


Comparing the incidence of non-tariff barriers and tariff 
rates, it is apparent that U.S. NTB’s are most important 
relative to tariff rates for the following product groups 
(major Latin American exporting countries given in paren- 
theses): (a) Refined petroleum products (Venezuela, Pana- 
ma). (b) Processed meats (Argentina, Brazil, Paraguay, 
Uruguay, Chile, Nicaragua). (c) Processed fish (Ecuador, 
Mexico, Venezuela). (d) Manufactured fertilizers (Brazil, 
Chile). (e) Electric machinery (Mexico, Brazil). (f) Plas- 
tics (Mexico). American preferential tariff concessions in 
the case of these particular products may thus be less mean- 
ingful than similar concessions affecting products for which 
U.S. non-tariff measures on imports are relatively less sig- 
nificant. 

Whereas current Latin American export interest in some 
of the product groups discussed here—particularly in the 
area of higher-level manufactures—may be relatively limited, 


26 Perhaps surprisingly, there is no correlation between the tariff 
rates and the NTB factors: r= 0.906, r? = 0.0082. 
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this may change substantially even in the near term. For ex- 
ample, there is already substantial evidence that large, inte- 
grated U.S. business concerns are tending to establish plants 
in low-labor-cost areas to produce or assemble labor-intensive 
components for subsequent captive-importation into the U.S. 
Existing NTB’s, or new ones implemented under pressure 
from the affected labor groups, may help to thwart this po- 
tentially very beneficial development even if significant tariff 
preferences are accorded. 


Summary. This paper has attempted, on the basis of avail- 
able data, to indicate the extent to which non-tariff obstacles 
to imports may impair the success of United States tariff 
preferences accorded Latin American exports, either as part 
of a general non-discriminatory, non-reciprocal preference 
scheme or as a unilateral arrangement. At the very least, the 
Latin American countries should be aware of the probable im- 
portance of non-tariff measures and of the comparative ease 
with which such devices can be applied in the event imports 
from the developing countries threaten the welfare of import- 
competing supplies and linked interest groups. 











Technology and Tradition: Regional and 
Urban Development in the Guayana 
By JOHN R. DINKELSPIEL * 


It is familiar history to anyone conversant with Latin 
America that what is seen as “foreign investment in the 
economic growth of the host country” in North America is 
seen as “economic imperialism” in Latin America. It is all 
who is the striker and who the struck. As the exporter of 
technology, capital and organizational skills, the United States 
tends to see Latin America as the needy beneficiary of a far 
more wealthy and advanced society. As the site for inter- 
national capitalist expansion, Latin America tends to see 
itself as the victim, if at times the marginal beneficiary, of 
economic imperialism. The “interface” of cultural encounter 
between technologically more and less advanced societies is, 
by its very nature, experienced in contrary ways. 

The Guayana development is one such interface or en- 
counter.'! The scope and programmatic content of this vast 
regional development effort were deeply influenced by North 
American advice and technology. And, predictably, North 


* Assistant professor, Director of Interdisciplinary Studies, Babson 
College. The author extends his thanks to Lloyd Rodwin for some 
very helpful criticism on the thoughts expressed here. 

1 The Guayana development is a regional development program in 
southeastern Venezuela. It has been underway in some form since 
1953 and intensively since 1961. It includes a vast hydroelectric scheme 
and an integrated heavy industry complex focused around a large iron 
and steel mill using iron ore and electric power from the region. Also 
involved is the building of a new city with an eventual population of 
several hundred thousand, and attendant medium and light industrial 
and commercial activities. The project is run by the Corporacion 
Venezolana de Guayana (CVG), with the heavy involvement of the 
Joint Center for Urban Studies of Harvard University and the Massa- 
chusetts Institute of Technology as planners and consultants between 
1961 and 1967. 
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American observers tend to see it as a paradigmatic example 
of a general species of development plan, that is, a gen- 
eralized and technical solution of a particular national prob- 
lem. For example, John Friedmann, a regional planner and 
economist who was intimately involved in planning the 
Guayana development, interprets the experience this way: 


The preceding analysis [of the Guayana program} 
demonstrates, I believe, the relevance of the Guayana 
experiment to other nations. As a means for trans- 
forming a resource frontier into an integral part of 
the national economy and for activating a potential 
core region as a part of this effort, the experiment 
must be considered an outstanding success that 
holds important lessons for regional planning, in 
theory as well as practice.’ 


He goes on to point out the pitfalls that were avoided and 
the correct policy choices that were made in achieving this 
success: corporate planning instead of loose coordination, 
urbanization in functional relationship with resource devel- 
opment, regional development instead of individual invest- 
ment projects, and so on. These lessons are couched in the 
generalizing language of development planning, to be read, 
as Friedmann suggests, by other countries considering re- 
gional development. 


But this is only one view of the interface. Since the North 
Americans were only planners and consultants in the Guayana 
development, they had no responsibility for carrying out the 
programs. To the Joint Center advisors, participation in the 
Guayana program “offered opportunities for conducting use- 
ful and woefully neglected research on problems that were 
relevant to the needs of many other developing countries.” 
The Venezuelans, on the other hand, could afford no such 
detached perspective. To the Venezuelans the Guayana pro- 
gram is experienced as a part of a national development ef- 
fort, intricately intertwined with national politics, with the 


2 John Friedmann, “The Guayana Program in Regional Perspective,” 
in Lloyd Rodwin and Associates, Planning Urban Growth and Regional 
Development: The Experience of the Guayana Program of Venezuela, 


(Cambridge, 1969), p. 158. 








REGIONAL AND URBAN DEVELOPMENT 49 


personal relations of Venezuelan leaders, and with the sub- 
jectively experienced pains of rapid social change. 


Similarly, one may evaluate the Guayana development from 
either of two perspectives. The vocabulary of analysis may be 
either technical or political, “external” or “internal,” general- 
izing or particularizing. If we wish to understand develop- 
ment in the Guayana in terms of the political present and 
future of Venezuela, however, it would seem advisable to 
choose the latter terminology. While the two perspectives 
are not mutually exclusive, they start from different presump- 
tions and move in different directions. My task in this paper 
is to try to demonstrate the extent to which the shape and 
direction of the Guayana development are deeply reflective 
of fundamental social and political choices and processes that 
are distinctively Venezuelan, rather than to illuminate its 
general lessons for regional development. 


On the most visible level the shape of the urban-regional 
development in the Guayana might seem largely the product 
of the technical advice of the North American advisors, chiefly 
the Joint Center for Urban Studies. The Joint Center plan- 
ners had a predominant influence in designing the new city. 
Ciudad Guayana; the linear form of the city, the choice of 
focal points, the distribution of activities, and even the lay- 
out of neighborhoods were developed over a period of several 
years chiefly under the direction of the Joint Center plan- 
ners. And while it is true that in the final analysis the urban 
plans were a synthesis of the efforts of Venezuelan and North 
American planners, the leading role of the Joint Center is 
clear. The basic economic strategy for the region was also 
put together by North American economists. The initial de- 
sign of an integrated heavy industry complex, the general 
composition of its parts, their interrelations and the basic 
calculations of economic scale and efficiency were produced, 
by and large, by North American planners. As these plans 
moved toward reality they were of course modified and far 
more heavily influenced by Venezuelan ideas. Even such 
major, though subsidiary, aspects of the development plan 
as the educational program for the city, low-cost housing, 
design and promotion of the major business center, regional 
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transportation design, and land development strategy bear 
the heavy imprint of North American advice. 


But despite the heavy influence of foreign consultants, it 
does not overstate the case to say that the Guayana develop- 
ment owes its shape fundamentally to indigenous influences. 
The economic anchor of the whole development is an inte- 
grated iron and steel mill, using an electric reduction pro- 
cess dependent on power from the adjacent Caroni River. Both 
the mill and the dam were begun in the early 1950’s by Vene- 
zuelan initiative.* The steel mill was first conceived in 1952 
when a group of Venezuelan businessmen recognized that 
steel could be economically produced using the iron ore mined 
in the region in large quantities since 1948 and the electric 
power potential of the Caroni River, which had been sketched 
out by a government consulting firm in the late 1940’s. This 
study of the Caroni River, in turn, had been undertaken as 
part of a national power survey ordered by the Accién Demo- 
crdtica (AD) government of 1945-48 to seek ways to indus- 
trialize the country. In 1953 and 1954 the Marcos Pérez 
Jiménez government took over the steel plant project from 
private enterprise, and eventually expanded it to its present 
size of 600,000 tons annually, with provisions for doubling 
that.‘ 


It is not just the fortunate marriage of iron and water 
power, however, which gave birth to the Guayana develop- 
ment. In broad historical terms it was created by the basic 
thrust of Venezuelan economic and social development that 
resulted from the large scale exploitation of oil. Since the 
mid 1930’s a basic government policy has been to “sow pe- 


% Historical material on the CVG and the Guayana program generally 
is based on John R. Dinkelspiel, Administrative Style and Economic 
Development: The Organization and Management of the Guayana 
Region Development of Venezuela, Ph.D. Dissertation, Harvard Uni- 
versity, 1967. Research for the dissertation was supported by the 
Latin American Studies Committee of Harvard University and facili- 
tated by the Joint Center for Urban Studies. 


*One of the more detailed recountings of the early years of the 
military government established in 1948 is Romulo Betancourt’s Vene- 
zuela: politica y petrdleo (Caracas, Editorial Senderos [3rd _ printing] 
1969), pp. 547-895. Although Pérez Jiménez pre-empted the steel mill 
plan, the first ingot was poured only in July, 1962. 
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troleum,” that is, to diversify the economy through the in- 
vestment of oil revenues. Whatever the immediate stimulus 
may have been (such as Pérez Jiménez’s predilection for 
public works spectaculars), the fundamental determinant of 
the Guayana program is this basic development strategy. 


The Guayana, as the presumptive site of the conquista- 
dores’s “El Dorado,” * has a firm identity in contemporary 
Venezuelan mythology as the region where Venezuela’s fu- 
ture as a modern industrial nation is to be made. The myth 
has lost some of its appeal with the discovery of oil in the 
Lake Maracaibo region and later in the eastern oil fields. 
But the discovery and exploitation of large iron ore deposits 
in the Guayana region in the early 1930’s by Bethlehem Steel, 
and the far larger discoveries in 1945 and 1946 by USS. 
Steel, as well as a series of optimistic reports by various 
geological expeditions and the history of gold and diamond 
mining in the region, all served to keep alive the myth of the 
Guayana as the storebox of Venezuelan treasures. Vague 
though such a golden mythology is, it is perhaps no less 
influential in Venezuela’s future than Horace Greeley’s “go 
West young man,” and it may serve somewhat the same 
function. 


Beyond mythology, however, there were concrete govern- 
ment goals and programs. With varying intensity and pur- 
pose, every government in the last two decades has been 
committed to the creation of an indigenously-owned indus- 
trial establishment based on Venezuelan mineral wealth, 
whether this has meant the refusal in recent years to offer 
new oil mining concessions to foreign companies, or the ef- 
forts to turn Guayana iron ore into Venezuelan steel, Caroni 
power into Venezuelan aluminum, or Maracaibo oil into 
Venezuelan petrochemicals. Government investments in “pro- 
ductive activities’ —mineral extraction, irrigation, manufac- 
turing, roads, communications—have had, until the last few 
years, a far higher priority than expenditures on social welfare. 
For instance, the ratio of government investments in pro- 


5 There is of course far more evidence for placing “El Dorado” in 
the Andes of west coast South America. Gonzalo Jiménez de Quesada 
led expeditions to Cundinamarca, in modern Colombia, with token 
success between 1528 and 1569. See John A. Crow, The Epic of Latin 
America (Garden City, N. Y.: Doubleday & Co., 1950), pp. 117-127. 
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ductive activities to public expenditures on social welfare 
was around 3:1 in 1944/45; 2:1 in 1956/57, and 2:3 in 
the 1963/66 “Plan de la nacién.” * The Guayana program, 
in which the great bulk of public investment is directed toward 
power generation and industry, thus represents a long estab- 
lished set of social priorities. One may say, then, that while 
the development of the Guayana is creating an industrial 
capacity on which Venezuela’s economic future depends, it 
reflects a social policy which has its roots in an earlier 
period of Venezuelan history. 


The Guayana program is highly capital intensive, and in 
this way as well, it represents a continuation of previous in- 
vestment policies, that is, it follows the pattern set by the 
oil industry of using labor sparingly and requiring large 
capital inputs for each unit of productivity. In the late 1950’s 
and early 1960’s the Central Bank, in its annual analysis of 
the national economy, had noted that the most rapid eco- 
nomic growth was taking place in the most capital intensive 
sectors of the economy, and urged a continuation of this 
policy. With the passing of the reins of economic leadership 
from the Central Bank to Cordiplan ‘ in the early 1960’s this 
policy was changed somewhat,* as the changing ratio of eco- 
nomic development to social welfare expenditures cited above 
suggest. Current economic policies also show more direct 
concern for the high unemployment rates encouraged by this 
investment strategy than had the Central Bank. Thus in the 


6 Studies of the history of Venezuelan government expenditures do 
not exist, and in their absence expenditure comparisons are made 
difficult by the lack of comparable functional budget analyses that 
reflect accurately expenditures for different government policies and 
programs. The ratios cited are rough estimates derived from Venezuela, 
Ministerio de Hacienda, Direccién General de] Presupuesto, Estadistica 
Fiscal: Anos 1944-45 a 1953-54, (Caracas, 1955); Venezuela, Minis- 
terio de Hacienda, Informe sobre la evolucion de los gastos del gobierno 
nacional 1954/55-1959/59 (Caracas, 1959); and Venezuela, Oficina 
Central de Planificacion, Plan de la nacién 1963-66 (Caracas, 1963). 

* Oficina Central de Coordinacioén y Planificacién, the national cen- 
tral planning office, located administratively in the executive Office of 
the President of the Republic. 

* Banco Central de Venezuela, Cuentas Nacionales: 1960, which was 
the initial effort to establish national accounting, disclosed the rapid 
growth character of capital intensive sectors. The Bank’s annual re- 
ports continued to urge this policy at least through 1962. 
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character of its investments the Guayana program also repre 
sents that part of current national development goals which 
draws on established policies. 


In yet another way does the Guayana represent more tra- 
ditional ways of government. Because such a large portion 
of public investment funds is funneled through the central 
government in the form of oil revenues, industrialization and 
economic diversification have been government-dominated and 
directed. The leadership and control of the central govern 
ment over fundamental economic change. and thus its event- 
ual influence on social change, are dominant features of 
Venezuelan national development that can be traced back 
to the period of Spanish colonization. The dominating role 
of the CVG" as the agency of the central government in 
the development of the Guayana thus has strong parallels 
in Venezuelan history. 


One conclusion that the existence of these historical con 
tinuities suggests is that the most fundamental national poli- 
cies and the most basic social choices for the Guayana had 
already been made when the Joint Center planners arrived 
on the scene. And while the Joint Center’s ideas might: seem 
imminent in many of the most visible economic structures 
planned for the Guayana, in fact the pre-existing policies and 
the existing infrastructure (the urban settlement. the steel 
mill and the power dam) went a long way toward determin 
ing the general nature of the parameters of future economic 
and urban planning. 


Where the contributions of the Joint Center and other 
North American advisors are most visible is in translating 
into working plans these overall national goals. But even 
here overarching political and social restraints shaped th 
kinds of plans that could be worked out between the North 
Americans and the Venezuelans. These restraints are the 
result of the political processes of which the Guayana devel 
opment is a part, and the social situation within which it. 
exists. The conditions of Venezuelan politics and of the ~ 
bureaucratic life of the CVG in turn are influenced by the 


® Corporacion Venezolana de Guayana, the Venezuelan Corporation 
for the Guayana. 
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character and structure of Venezuelan society. Social and 
political realities have been translated into restraints on the 
kinds of programs that could be undertaken in the Guayana 
by the CVG’s mode of bureaucratic operations, that is, its 
administrative style. The process of bureaucratic adaptation 
and invention that the CVG went through in order to come 
to terms with Venezuelan social and political realities created 
certain organizational biases, strengths, and weaknesses. To 
understand what has happened in the Guayana it is there- 
fore necessary to identify the major political and social forces 
impinging on the CVG. 


Political instability has been a basic fact of Venezuelan 
politics in the past three decades. The year 1935 brought the 
end of an era with the death of Juan Vincente Gdmez, per- 
haps the last of the great Latin American caudillos. The 
military leadership of the late 1930’s brought a general liberal- 
izing trend, but with greatly restricted political freedom. 
Military rule continued into the 1940’s with substantial 
changes in social welfare policies and vigorous activity by 
political parties and other organized groups. The 1945 revo- 
lution, under the leadership of Accién Democratica, brought 
a vast increase in political mobilization, with enfranchise- 
ment of women and adults over eighteen, the political activa- 
tion of unions, and a sharp increase in government emphasis 
on social welfare programs and on economic redistribution. 
Three years later the coup which brought back military rule 
reimposed severe political repression and fostered a free- 
wheeling attitude toward private economic expansion and 
government public works spectaculars. The 1958 coup ushered 
in a year of political instability under an interim govern- 
ment leading to the election in 1958 of a now less radical AD 
party to head the government.’’ While no extra-constitutional 
governmental changes have taken place since then, and while 
no fundamental shifts in government economic and social 
priorities have occurred, the pressures of first rightist and 
later leftist radical groups against the government have kept 
national politics in a state of uncertainty, a condition not 


1° rhe circumstances of the fall of the military government in 1958 
are characterized in Philip B. Taylor, Jr., The Venezuelan Golpe de 
Estado of 1959: the fall of Marcos Pérez Jiménez (Washington, D. C.: 
Institute for the Comparative Study of Political Systems, 1968). 
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| enhanced by the latest election in which no candidate re- 
ceived even 30 per cent of the presidential vote. 


It seems fair to conclude in the light of these events that 
political instability has been the norm of recent Venezuelan 
politics, an instability encompassing both violent changes in 
government leadership and marked shifts in the directions 
and priorities of government policies. Administrative con- 
tinuity in these circumstances must surely be an infrequent 
occurrence. Rare must be the government agency which has 
been able to pursue a single line of policy in the face of 
these continuing changes. The bureaucratic difficulties this 
has created can be illustrated in the Guayana where three 
separate agencies responsible for aspects of the Guayana de- 
velopment were created and extinguished between 1945 and 
1960. In 1945 the new government created a Development 
Corporation (CVF ),'' two of whose initial tasks were an ex- 
ploration of the establishment of an iron and steel industry 
in the Guayana using a gas reduction process, and, separately, 
the development of the power resources of the Caroni River. 
The strong ideological coloration of the CVF led to its diminu- 
tion after the 1948 coup to the status of a minor regulatory 
agency, as well as to the demise of its development efforts in 
the Guayana. In 1953 Pérez Jiménez established an office, 
attached to the Presidency, to guide the development of a 
national iron and steel mill in the Guayana using electric 
power from the Caroni. With the 1958 coup this agency’s 
record of large graft and abysmal technical competence 
brought its abrupt termination, to be replaced by the Vene- 
zuelan Iron and Steel Institute.'* The Board of Directors of 
this organization changed three times between early 1958 
and late 1960, and with no clear policy or leadership the 
Institute was largely ineffectual in improving the conditions 
of construction at the steel mill or the technical quality of the 
mill’s design. In December 1960 it was replaced by the CVG. 


Lacking comparable data from other areas of government, 
one cannot say whether such a record of organizational death 


11 Corporacion Venezolana de Fomento. 


12 A brief discussion is offered in International Bank for Reconstruc- 
tion and Development, The Economic Development of Venezuela (Balti- 
more, Md.: The Johns Hopkins Press, 1961), pp. 221-226 
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is typical or not. But in any case, it stands in the sharpest 
contrast to the record of the CVG, which has maintained 
essentially the same leadership and has changed organiza- 
tionally only to expand since 1953.'* It seems evident on the 
face of it that the CVG ** must have made extraordinary ef- 
forts to survive in spite of political instability. And we may 
expect that the effort to survive played a large role in shaping 
its administrative style. 


While, on the one hand, instability in Venezuelan politics 
has been a major factor shaping bureaucratic behavior, on 
the other hand, the lack of change in Venezuelan society has 
also had a large influence. Whether one talks in terms of the 
distribution of wealth or of the distribution of power, available 
evidence indicates the persistence of a two sector society in 
Venezuela. Changing economic and social conditions have 
so far largely reinforced the traditional power monopoly of 
the upper sector, and affected little the relative distribution 
of economic wealth between upper and lower sectors. In the 
analysis of Richard Adams, this is explained primarily as 
the result of the process of “secondary development” through 
which all of Latin America is now going: 


Primary development is characterized by the prim- 
acy of technological innovations. Secondary devel- 
opment, however, is distinguished by the central 
concern with control over social behavior. It is this 
control, the issue of power, that lies at the core of 
much that directs and guides the society." 


In the typical Latin American situation, as Adam sees it, the 
lower sector is involved hardly at all in power processes. 
There is, for example, no “political army of the proletariat” 
exercising any significant power. Power, Adams argues, is 


13In 1953 there was established the Comision de Estudios para la 
Electrifiicacioén del Caroni (CEEC). By the end of 1960 this organiza- 
tion, with all its top leadership, had become the CVG. 


14 Including, that is, the CVG in its earlier form, the CEEC. 


15 Richard N. Adams, The Second Sowing: Power and Secondary 
Development in Latin America (San Francisco, 1967), p. 31. The 
idea of two sector societies in Latin America has been most fully 
developed by Adams in this book. 
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( the overriding concern of the upper sector, including, of 
course, government and political elites. 
It would not be too exaggerated to say that the en- 

; tire internal structure of the upper sector may be 
seen as a series of relationships established and 
altered by virtue of a constant concern for guiding, 
; retaining, and using power." 

In consequence, the processes of political change concern 
, mainly “the changing structure of power relations that exists 
, around these diverse components of the upper sector." 
5 
> Intensive analysis of the Venezuelan upper sector by Frank 
, Bonilla and his associates in the VENELITE studies generally 
} supports this view.'~ This study of Venezuelan elites confirms 
2 the two-sector view of society as well as the notion that the 
f upper sector is concerned predominantly with power relation- 
} ships. If this appraisal is correct, we may expect that an 
> explanation of the behavior of the CVG will depend on under- 
5 standing its relations of power with various parts of the 
} Venezuelan upper sector. 


But while the basic structure of power in Venezuela may 
remain stable, the changing character and structure of the 
national economy necessarily means that the sources and 
ends of power will change. While Venezuelan society may 
well be retaining its two-sector character, power no longer 
flows heavily from land holding or ecclesiastical status, but 
predominantly from national politics and modern technology. 
It is characteristic not only of Latin America but of most un- 

3 derdeveloped countries that this nexus of government and 
technology becomes a primary source of new power in society. 
This necessarily follows, in Adams’ view, from the character 
S of secondary development: 


[I|ndustrialization in secondary development 
does not mean the process of laissez faire, trial and 


A . . . . 
y } error, invention, discovery, and general innovation 
that permits a society to find a subsequent adjust- 
y 16 [bid., p. 57. 
C 17 Idem. 
y 1‘ Frank Bonilla and José A. Silva-Michelena, eds., A Strategy for 


Research on Social Policy (Cambridge, 1967), pp. 159-237. 
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ment, but rather, the importation of the basic pro- 
cesses and the attempt to graft them on to a social 
structure already specifically organized to carry on 
a different type of process.*” 


Nationalization of the economy and government involve- 
ment in the importation and management of new technology 
are both the sources of government power and the basic di- 
rection of government policy. The CVG is a quintessential 
expression of this general tendency in underdeveloped coun- 
tries. The urge to shape the broad processes of economic and 
social restructuring through the intensive use of modern tech- 
nology is the leitmotif of the CVG’s organizational style and 
directly influences most of its major policies. 


The ecology of the CVG thus contains a variety of histori- 
cally created conditions and forces in Venezuelan society and 
politics. There is the legacy of a social policy emphasizing 
rapid, capital intensive economic growth over social welfare 
programs, of a long tradition of central government influence 
in basic processes of social change whose contemporary ver- 
sion is the nationalization of the economy through the ap- 
plication of modern technology, of political instability and 
administrative discontinuity, and of the exclusion of the 
lower sector of society from most of these processes by an 
upper sector concerned with the accumulation and manage- 
ment of the new sources of power. 


But however much the Guayana development in its more 
general aspects may be a reflection of Venezuelan history and 
traditions, the process of bureaucratic invention the CVG un- 
dertook to adapting technology to these circumstances pro- 
duced a significant departure in Venezuelan politics. The 
marriage of the modern and the traditional in the CVG’s style 
of administrative operations produced a wholly new form of 
bureaucratic action in Venezuela, which may be most suc- 
cinctly described as “politically protected technocracy.” The 
ultimate source of the CVG’s political power and credibility 
has been technology, and the administrative style it has 
created has been the means of converting its technical ex- 
pertise into bureaucratic and political power, and of protect- 


1° Adams, op. cit., p. 19. 
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ing this expertise from the ravages and depletions of partisan 
politics. This extensive reliance on technology is a new 
occurrence in Venezuelan government. 


From its inception the CVG (including its “pre-history” as 
the CEEC) has maintained a position of bureaucratic inde- 
pendence, operating insofar as possible without close ties to 
other government or private agencies. It has carved out for 
itself an area of virtually exclusive responsibility in the 
Guayana, and in consequence exercises great power in this 
domain. It has survived almost continuous political change 
since its creation by following a policy of strict political non- 
involvement, not just in overtly partisan politics but in any 
programs with high political volatility, such as social welfare. 
Its ability to construct such an administrative style has been 
based not on traditional sources of political power in Vene- 
zuela, such as the military (even though the head of the CVG 
is an army Officer), nor on being the spokesman for power- 
ful interest groups such as large business, but rather on the 
leverage offered by the critical role of technology in the 
development of Venezuelan society, in particular in the policy 
of “sowing petroleum.” Technology is the CVG’s stock-in- 
trade. It is the capital from which ultimately all its actions 
are funded. Through a skillful application of traditional forms 
of political behavior and elite politics, the CVG has turned 
technology into a new and powerful force in Venezuelan 
development. 


II 


The fundament of the CVG’s administrative style and suc- 
cess was established with the creation of its predecessor, the 
CEEC, in 1953 as a largely independent government agency. 
The key to the CEEC’s early success was that it maintained 
its independence from those elements of the political system 
most subject to change, and identified with those elements 
that were largely constant. In Venezuela the former could 
be translated as anything partisan or ideological, and the 
latter as that related to the long-term direction of economic 
development. Although formally the CEEC was an office 
within the Ministry of Development, in fact it received no 
policy direction from the Ministry, and even in administrative 
matters it largely went its own way. Perhaps more significant, 











60 INTER-AMERICAN ECONOMIC AFFAIRS 


the CEEC was independent of partisan politics. Its head. 
Captain Rafael Alfonzo Ravard, stayed wholly free of Pérez 
Jiménez and his political coterie. It is not clear what sort of 
agreement between Alfonzo, an MIT trained civil engineer, 
and Pérez Jiménez, an Army cohort and acquaintance, made 
this arrangement possible, but between 1953 and 1958, while 
Pérez Jiménez was in power, the CEEC remained untouched 
by the policy directives, peculation, cronyism or overt politi- 
cal backing of Pérez Jiménez and his supporters. The CEC 
wrote its own checks, employed its own consultants, let its 
own contracts, formulated its own policies, and, most criti- 
cally, hired its own personnel on the basis of technical qualifi- 
cations alone. Its business was to build the Macagua Dam 
to supply power to the Matanzas Steel Mill being constructed 
at the confluence of the Orinoco and Caroni Rivers. It did 
this job without any continuing, or perhaps even occasional, 
liaison with other government agencies, including even that 
building the steel mill. Its charter also gave it the power to 
plan for the development of the whole Caroni River, and it 
carried out detailed studies to this end as well. But even 
when its parent Ministry undertook studies of the economic 
development of the Caroni region, the CEEC kept its own 
plans for the area wholly to itself. 


Thus at the earliest stage a distinctive administrative style 
was established: a grant of substantial and exclusive bureau- 
cratic power within a limited domain, administrative inde- 
pendence and non-involvement with other government agen- 
cies, and a heavy reliance on technical expertise. That such 
a style was the conscious creation of Alfonzo and his few 
colleagues is evident by the sharp contrast it bears to admin- 
istrative practices prevailing during the Pérez Jiménez era. 
The Office of Special Studies, for example, which was charged 
with building the Matanzas Steel Mill, was deeply involved 
in compromising arrangements with its contractors. It oper- 
ated under the personal direction of Pérez Jiménez, and its 
power was based almost wholly on this connection rather than 
on its administrative or technical competence. 


In 1958, with the overthrow of Pérez Jiménez, the political 
judgment of the CEEC was vindicated. While the Office of 
Special Studies dissolved as Pérez Jiménez plane flew out of 
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Caracas, the CEEC was, in effect, rewarded for its technical 
competence and its bureaucratic integrity. Through a series 
of administrative shufflings, the CEEC was transformed be- 
tween 1958 and 1960 into the CVG. From a small office 
concerned mainly with building a small power dam, it grew 
into a potent agency of ministerial rank with virtually ex- 
clusive power to develop the whole Guayana region.*’ The 
intriguing part, however, is that this bureaucratic transfor- 
mation was not accomplished through an integration with the 
new political forces emerging after 1958. The personal moti- 
vations of those most directly involved are again unclear, 
though undoubtedly significant, but it seems evident that this 
vast growth in bureaucratic power was based largely on the 
critical importance of industrial technology in Venezuela’s 
development, and on the expertise of the CEEC in exploiting 
this technology. 


When Romulo Betancourt took office in 1959, the idea of 
developing the Guayana region was not new to him. The de- 
velopment of the Guayana had been a part of the AD gov- 
ernment’s goals in the 1945-48 period,*! as evidenced in part 
by the initiatives for a steel mill in the region and the Caroni 
power study. In 1959, however, Betancourt found not just a 
vague concept for the Guayana, but a concrete if general 
plan, some significant construction underway or completed 

the dam and the steel mill), and an effective government 
agency with a forceful leader for further dvelopment in the 
region. In the search for programs to unite a_ politically 
divided nation on common objectives, the marriage of Al- 
fonzo’s bureaucratic capabilities with Betancourt’s political 
goals proved most convenient and effective. Betancourt saw 
in the industrial development of the Guayana the means to 


“In 1958 Alfonzo was made President of the Development Corpora- 
tion (CVF) .He took with him the CEEC, which, under a new name, 
continued to operate under his personal direction. In December, 1960, 
the CVG was established as an autonomous government agency with 
Alfonzo as its head; it was, in effect, a restructuring and renaming 
of the previous CVF-associated organization combined with the functions 
and some of the personnel of the Venezuelan Iron and Steel Institute 
mentioned above. 

“1 See, for example, Romulo Betancourt, Venezuela: Politica y Pe- 
troleo (Mexico, 1956). (In Ibid., 3rd edition [Caracas, 1969], see pp. 
473-483.—Ed. ) 
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diversifying the Venezuelan economy, to establishing an al- 
ternative source of exports, to colonizing the interior of Vene- 
zuela, and, not incidentally, to placing his mark on the eco- 
nomic geography of Venezuela. Colonel Alfonzo for his part 
saw the chance actually to put underway the plans for har- 
nessing the whole Caroni in conjunction with a vast indus- 
trial complex, truly an engineer’s elysium. On the other hand, 
the CEEC’s record and power had been built independently 
from the forces of partisan politics, and Alfonzo was anxious 
to perpetuate this style. Thus the organizational form he 
insisted on, and through one and one half years of organiza- 
tional blueprint making succeeded in achieving,** was the 
CEEC writ large: a large grant of bureaucratic power inde- 
pendent of other government agencies with substantially ex- 
clusive domain in the Guayana. The CVG is an autonomous 
agency, attached directly to the President’s office (the only 
operational agency in this position) and holding cabinet 
rank. Alfonzo resisted forcefully efforts to transfer the 
Guayana development to other government agencies, such as 
the Ministry of Development or the Development Corporation, 
whose partisan political coloration was unmistakable, equally 
with efforts to bring him personally into partisan politics 
(when he turned down the governorship of the federal dis- 
trict, a politically volatile cabinet level post). Such a with- 
drawal from the center of political power might seem a sure 
formula for bureaucratic impotence. But the history of the 
CEEC at the time, and the experience of the CVG since then, 
show clearly that there is equally great power in technological 
expertise handled with political skill. 


The maintenance of bureaucratic independence, or political 
distance, from the forces supporting the regime in power as 
a central element of the CVG’s success was complemented 
by an almost total reliance on technology to guide its policies, 
and by the avoidance of programs that work directly upon 
people. The critical point for the CVG was to remain non- 
partisan in the broadest sense, that is, to be associated with 
public endeavors that were so widely endorsed as to be above 


“2 Betancourt created, in July, 1959, a Presidential Commission, of 
which Alfonzo was a member, to study the establishment of a per- 
manent agency to develop the Guayana. The fruit of its labor was the 
CVG, officially established on December 30th, 1960. 
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politics (perhaps like the U. S. space program in the early 
1960’s). But regional development in Venezuela. simply 
because it is regional,’cannot generally be expected to have 
this apolitical character, partly because the support for the 
major political parties has a clear regional distribution. such 
as Copei’s strength in the Andes region, or AD’s in the peasant 
areas. It seems clear from the welter of official and semi- 
official organizations concerned with the development of vari- 
ous regions of the country which have sprung up in recent 
years that the partisan political content of most regional de- 
velopment schemes is high. Thus the a-political character 
of the Guayana program is not an accident. but a careful 
contrivance. 


The CVG achieved this widespread ,“above politics” support 
by assiduously ignoring programs of purely regional interest 
and concentrating on those with a national concern. The 
CVG’s food production plan for the region is a good example. 
Venezuela generally is a food deficit region, and this is par- 
ticularly true of the Guayana. There are few people living 
in the Guayana outside the old city of Ciudad Bolivar and the 


new one of Ciudad Guayana. The region’s economy as pres- 
ently organized simply would not produce the food required 
to feed a new city of several hundred thousand people. Since 
about 1959 there has been a special section within the CVG 
concerned with the agricultural and forestry resources of the 
Guayana. Working with this office, Joint Center advisors 
projected plans for the upgrading of the existing meager sub- 
sistence farming in the area to a level capable of feeding the 
new city. Such an approach, however, would seem inevitably 
to involve the CVG in the national program of agrarian re- 
form and the many controversial and highly partisan agen- 
cies associated with it. For the CVG to avoid partisan en- 
tanglements in such circumstances would seem unlikely. 
Moreover, the provision of agricultural extension and other 
services to the local peasantry would put the CVG squarely 
in the “people” business, that is, in the business of improving 
the living conditions of the wretchedly poor people in much 
of eastern Venezuela. The CVG’s argument against this ap- 
proach to the food problem was not that it was uninterested 
in people, but that intensive farming techniques of the kind 
needed to produce enough food for the city could not be 
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successfully taught to the uneducated farmers of the region. 
However much economic sense this approach may have made. 
it seems clear that the net effect was to turn the CVG away 
from a direct concern with existing living conditions in the 
area. 


The alternative the CVG has chosen to solve the food prob- 
lem relies, characteristically, on technology and engineering 
skills. The CVG has conceived a plan to drain large areas of 
the Delta of the Orinoco, sixty miles distant, and to establish 
vast “factory farms” there. The skills initially required for 
this task are those the CVG has in abundance—hydraulic en- 
gineering. Later the CVG would be encouraging the migra- 
tion of skilled agricultural technicians rather than of peasant 
farmers. This parallels the strategy in Ciudad Guayana where 
the CVG seeks to attract skilled industrial workers rather 
than the poor, uneducated, and unemployed of eastern Vene- 
zuela. The scale of the Delta project, moreover, is such as 
to be of considerable national economic importance. Former 
President Raul Leoni called it the future “granary of the 
nation.” ** 


The Delta farming project thus bears all the hallmarks of 
the CVG’s style, that is, of its adaptations to Venezuelan poli- 
tics and of its techniques of political power and survival: it 
is national in significance, it relies almost exclusively on tech- 
nology in defining the range and details of the project, and 
it avoids dealing with the living conditions of the poor people 
of the region. 


The Delta project is only one among many examples of 
how the CVG’s administrative style shapes the substances of 
the programs it undertakes. Another aspect of this influence 
is illustrated by the CVG’s attitude toward actions having only 
a regional significance. The CVG has consistently refused to 
use its considerable political influence on behalf of programs 


23 See Edward Moscovitch, “Employmeut Effects of the Urban Rural 
Investment Choice,” in Rodwin, op. cit., p. 397. Moscovitch suggests, 
to the contrary, that given enough time and resources the necessary 
technology could be taught successfully, and that indeed such an in- 
vestment in human resources is just what Venezuela needs most at 
this stage of her development. 

24 El Nacional, Caracas, 2 October 1964. 
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primarily for the benefit of the region’s people, particularly 
those in Ciudad Bolivar who are the most vocal. The CVG 
asks for money for its own projects, but has never asked for, 
or even supported, someone else’s request for funds for the 
development of the region outside the Ciudad Guayana area. 
For a long time it refused even to consider a coordinated plan 
for the development of the whole region, that is, one including 
the large areas outside the planned development around the 
Caroni River. It finally commissioned such a study only after 
the strong and repeated urgings of the Joint Center advisors, 
and after the Minister of Public Works, a former governor 
of the state of Bolivar (which is, for practical purposes, co- 
extensive with the Guayana region) talked of undertaking 
such a study within his own Ministry. 


The CVG’s refusal to identify with the people of the region 
even extends to such a symbolic act as the location of its 
headquarters. Since 1953 these were in Caracas along with 
almost all of the planning staff, and even with the construc- 
tion of a CVG office building in Ciudad Guayana the top offi- 
cers will remain in Caracas. The chief argument the CVG 
made against moving to Ciudad Guayana is that its business 
was mainly national, and that to move to the hinterland would 
imply that it accepted a responsibility for the day-to-day well 
being of the region. This notion it emphatically rejected. The 
same attitude also governed the curious relationship between 
the CVG and the city government of Ciudad Guayana. To 
the CVG the city was what the CVG planned to build: a set 
of drawings evolved over several years that detail the overall 
urban form, the desired pace and location of development, 
and even neighborhood design and social-economic distribu- 
tion. To many among the 75,000 residents of the urbanized 
area, however, the CVG is simply one among several outside 
forces and agencies contributing to a rapid growth of the 
area. To the residents it is their city, and, as we know from 
American experience, the “city beautiful’ planning of out- 
siders, whatever economic promised land it may hold out for 
the future, is often seen as a threat.*’ Since the municipio is 


25 See Lisa R. Peattie, “Conflicting Views of the Project: Caracas 
versus the Site,” in Rodwin, op. cit., for a sensitive appraisal of the 
different viewpoints of the CVG and the local residents and the tensions 
that this produced. Peattie, an anthropologist, was almost the only 
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politically weak, totally devoid of the expertise necessary to 
change or even review the CVG’s plans, and lacking the re- 
sources to deal adequately with even such mundane tasks as 
garbage removal, the CVG is really without an effective op- 
position. This weakness has in fact been the basis for much 
of the cooperation that has taken place between the municipio 
and the CVG. The CVG, for instance, drew up for the local 
government a comprehensive zoning ordinance. That this 
enabled the CVG to “legislate” its own urban plans was not 
of course, accidental. The debilities of the local government 
and the marginality of local concerns to the CVG’s overall 
goals led the CVG to take the view, as one observer put it 
that “the principal responsibility of the municipality was to 
attend to the needs of low income people, who constitute the 
majority of voters; . . . the municipal organization [in th« 
CVG’s view] did not have the technical capacity to undertake 
profit-making enterprises, nor the mentality to supercede 
provincial issues nor to pursue the national goals at stake.” “ 


The area of public education provides another illustration 
of the effect of the CVG’s style of administrative business on 
the substance of its programs. The North American consult- 
ants in education have characterized the CVG’s attitude in 
this way: 


The CVG’s strategy has linked educational devel- 
opment to the economic development requirements 
of the region. The implication of this approach is 
that, whatever the rights of the citizens to educa- 
tion may be, if ihe minimal educational targets are 
not met, the growth and output plan for the region 
may not be attained.” 


The initial result of this policy was that the CVG would have 
nothing to do with public education in the area. It did make 


person involved in the city’s planning who actually lived among the 
people of the area. 

26 Rafael Corrada, “The Implementation of the Urban Development 
Program,” in ibid., p. 344. 

“7 Russell G. Davis and Noel F. McGinn, “Education and Regional 
Development,” in ibid., p. 273. The education study was done under 
the auspices of the Center for Studies in Education and Development 
of Harvard University. 
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substantial grants to private, church sponsored schools, reason- 
ing that this was the type of education most likely to be 
sought by middle-class, industrial technicians. The church 
schools, however, chose to offer free education, mainly to the 
poor. The result was a vast deficiency in educational facilities 
in Ciudad Guayana. Education in Venezuela is the primary 
responsibility of the central government. The Ministry of Edu- 
cation, however, is chronically short of funds, and though 
much more has been done in education since 1958 than be- 
fore, far more remains to be done. The Guayana is no ex- 
ception to these shortages, and is in fact probably a bit worse 
off than other areas of the country. The CVG for its part 
took the position that if it began to fund public education it 
would never be rid of the burden, the Ministry of Education’s 
budget being what it was. Moreover, because of organizational 
suspicions, an antipathy by the CVG toward letting other agen- 
cies in on its planning, and a purported leftist political tinge 
of the Ministry of Education with which the CVG did not 
wish to be associated, there was, for a long time, virtually no 
cooperative effort between th: two agencies. For a time the 
CVG even forbad its staff and consultants from talking with 
the Ministry. The impasse was finally broken by a Harvard 
Educational Center study which laid out the scope of the 
problem, that is, future school enrollments, and suggested a 
way the CVG could supplement the Ministry’s efforts without 
assuming a continuing large educational burden, mainly 
through book and library grants and a modest building pro- 
gram.** Although the CVG is now significantly involve din 
public education, it seems evident that this is more a matter 
of necessity than choice. 


The ways in which the CVG’s administrative style has 
shaped its programs are again evident here. It acts only on 
the basis of carefully drawn technical studies; it avoids in 
so far as possible coordination with other government agen- 
cies; it subordinates claims on its organizational and material 
resources to the primary task of industrial development. What 
is also evident from these examples is that this strategy incurs 
substantial social costs. The CVG is not a proxy for the 
central government, and its concerns do not cover the whole 


“* The above account is based in part on Davis and McGinn, op. cit 
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range of human welfare and social development. Yet its vast 
power in the region tends to displace other government agen- 
cies, with the result that development in the region is limited 
largely to the nationally oriented objective of industrial diver- 
sification. One may choose to judge such a policy harshly on 
favorably, depending upon one’s scale of social values. Thus 
it is quite true that industrialization of the type the CVG is 
focusing on is absolutely crucial to Venezuela’s development: 
without it the country’s future is most uncertain. But it is 
equally true that by choosing this direction for development 
the CVG has “unchosen” the alternatives. Thus the CVG has 
become one type of social change agent rather than another. 
It has chosen to emphasize “things,” in particular heavy in- 
dustry, instead of “people” and social welfare. These policy 
choices are of one piece with the adaptations the CVG has 
made to Venezuelan history and society. The CVG’s social 
choices cannot be extricated from its strategy for political 
survival and power. 


The contrast of “things” and “people” is one way of asses- 
sing the effects of the CVG’s administrative style. Another way 
focuses on the Corporation’s relationship with other govern- 
ment agencies and with other actors and forces in Venezuelan 
politics. The CVG’s style of non-partisanship is characteristic 
of its relations with elites as well as of its relations with the 
broader public. The CVG has a rather remarkable record of 
non-conflict with other government agencies, and while this 
is due in part to its conscientious efforts to remain politically 
independent and aloof, it rests in the first instance on the 
high degree of consensus on basic social values within the 
leading Venezuelan elites. The recent work of Bonilla and 
his associates at the MIT Center for International Studies 
and at Cendes in Caracas convincingly documents this situa- 
tion.** 


Although the “VENELITE” study started out with a model 
of social change which hypothesized high social conflict, the 
empirical findings failed to bear this out. The study began by 
trying to locate and define “. . . the nature of stress and con- 
flict in the society that impedes the achievement of specific 


'‘ Bonilla and Silva-Michelena, eds., op. cit. 
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goals or blocks anticipated policy action.” “’ But it concluded 
by finding that “. . . there is certainly a generalized awareness 
of the need for change and a fair level of agreement concerning 
the desired direction of such change . . . We have pointed 
to a heartening convergence of interests, reciprocal demands 
and collectively centered values and sentiments, especially 
between the upper political and economic elites. 


The major exception to this general elite consensus lies 
with the “cultural elite,” defined primarily as those associated 
with education and the national media,** whose social aims are 
more “leftist” than those of other elites. As a group the cul- 
tural elite seems far more concerned with the lack of social 
justice and the maldistribution of economic wealth in Vene- 
zuela than do other elites, and in consequence it expresses 
substantial dissatisfaction with what it considers the over- 
emphasis on industrial and economic growth to the detriment 
of social welfare. One would presume that this dissatisfaction 
also encompasses the CVG’s programs, which suggests that 
the one political contingency the CVG has not hedged against 
is the coming to power of a strongly leftist government. The 
tenor of Venezuelan politics, and the continuing pressure of 
the military, together with the perennial electoral weakness 
of the left, however, makes this the least likely of political 
eventualities.** The political odds strongly favor the course 
the CVG has chosen. It is moving in a direction of social 
policy widely endorsed by the large preponderance of eco- 
nomic, political and military leaders in Venezuela, and it has 
laid the foundations of its administrative style in the least 
changing soil of Venezuelan national life. 


The operational significance of this elite consensus for the 
CVG is considerable. The Guayana program has never been 
seriously challenged as a basic national development goal. 
The CVG has been able to present itself as the loyal and 
talented servant of the nation in part, as we have seen, by 


30 [bid., p. 25. This is Bonilla’s formulation of the hypothesis set 
forth by Jorgé Ahumada in ibid. 

31 [bid., p. 223. 

32 [bid., p. xvi. 

33 In this light the CVG’s reluctant relationship, referred to above, 
with the Ministry of Education, which is associated with the cultural 
elite, is a bit more understandable. 














70 INTER-AMERICAN ECONOMIC AFFAIRS 


rejecting the role of spokesman for partisan regional interests. 
But more important the CVG has retained its apolitical stance 
by justifying, and indeed basing, its policies and programs on 
“the technologically best choice.” The ultimate source of the 
CVG’s success has been its ability to adapt technology to the 
social and economic needs of Venezuelan development and 
to the political conditions of Venezuelan society. 


The underlying philosophy was stated succinctly in a speech 
by General Alfonzo: ‘We are interested only in what we can 
measure.” He was not interested, he said, in theories of 
economic growth, or in the experience of other countries, and 
certainly not in national politics. Perhaps because oil is such 
a capital intensive and technologically sophisticated industry 
and because its spectacular growth has transformed Venezuela 
inside a few decades, Venezuelans, and particularly the elites, 
seem convinced that their economic advancement is largely 
dependent upon technological progress. Thus by playing the 
role of “the simple servant of technology” the CVG turns 
away most of the fundamental questioning of the appropri- 
ateness of its programs, and becomes identified instead with 
all the good and positive things thought to flow from tech- 
nological progress. 


The central role given to technology in the CVG’s admin- 
istrative style is also congruent, of course, with its choice of 
“things” over “people” noted above. Technological skills are 
not particularly an asset in dealing with people and their 
human problems. On the other hand, within the upper sector 
elites technology as the basis for administrative actions is 
a potent asset among those who agree upon common goals. 
Technocracy insinuates means into the place of ends while 
denying the reality of this change. Thus when the CVG says 
that establishing factory farms in the Orinoco Delta is a tech- 
nically superior solution to teaching ignorant peasants scien- 
tific farming, it assumes, or assures, that the policy goal is 
maximum food production rather than, say, social change. 
“Maximum food production” is an element of the policy of 
rapid economic growth based on high capital inputs which 
seems to be the common goal of Venezuelan political and 
economic elites. By adopting strategy, then, the CVG almost 
automatically identifies itself with this basic national goal, 
and by the same token reduces substantially its potential con- 
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flicts with other public agencies and elite groups. The tech- 
nocrat, by his own admission, does not question what should 
be done, but only busies himself with how to do it. Thus in 
its dealings with other political actors the CVG must tend 
carefully to two aspects of its behavior. It must make evident 
that the sole basis for its actions is the technologically best 
choice, and, conversely, it must never get involved in political 
partisanship. Although the two are complementary, they 
impose somewhat different demands for bureaucratic be- 
havior. 


An example of how the CVG pursues this strategy can be 
seen with regard to the Guri Dam. When the CVG sought 
approval to undertake the building of the Guri Dam, an enorm- 
ous hydraulic facility supplying by 1980 40% of the power for 
the whole nation,*' it argued not in terms of the virtues of 
public power against the politically potent private power in- 
terests, nor in terms of the absolutely critical role the dam 
had in the development of the region, but simply that it 
would produce the quantities of power that industrial di- 
versification throughout Venezuela required at a lower cost 
than alternative methods. To sustain such a position success- 
fully in the face of attacks fro mthe left for once again selling 
out Venezuela’s natural resources to foreigners through the 
control the World Bank would exercise as the principal source 
of capital, and from the right for undermining the private 
power industry, was no easy task. Although the political skills 
of General Alfonzo were no small factor in gaining approval, 
the argument which won the day was simply that industrial 
diversification was the basic business of Venezuelan develop- 
ment policy, that this was not possible without a vast ex- 
pansion of Venezuela’s energy resources, and that the CVG 
was simply supplying the technological wherewithal to bring 
this about. The argument succeeded in part because there 
existed such widespread elite agreement on the first two points 
that they were largely beyond argument, and in part because 
the CVG had an unassailable record as competent, non-par- 
tisan technocrats. 

In other areas the CVG has placed similar heavy reliance 


3+ Roberto Alamo Blanco and Alexander Ganz, “The Promotion of 
Economic Activity,” in Rodwin, op. cit., p. 167. 
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on technical studies to guide its actions. The present plan 
to harness the whole Caroni to produce over eight million 
kilowatts of electric power is based solely on a series of de- 
tailed engineering and cost studies going back to 1958. We 
have already noted that it took a detailed plan by the Harvard 
educational advisors to form the basis for any action by the 
CVG on public education. In addition the Corporation has 
held back urban development at some economic cost and in 
the face of strong political pressure until it had an approved 
and detailed city plan, at times deliberately frustrating un- 
planned economic expansion in the community to achieve 
this goal. 


The style of politically protected technocracy also requires 
that the CVG avoid partisan entanglements. The CVG’s 
thorough-going efforts to this end have had a significant im- 
pact on many of its activities. The effects of its efforts to 
avoid becoming a regional spokesman and to avoid dealing 
with problems of social welfare have already been noted. 
Toward the same end the CVG has followed a policy of assidu- 
ously cultivating public anonymity. For at least the first half 
dozen years of its existence, for example, its Publications office 
issued not a single press release—not even to signal such 
auspicious events as the beginning of the Guri Dam or the 
completion of the steel mill. Non-publicity has minimized 
the CVG’s exposure to outside criticism, but it has also had 
deleterious side effects, most notably in the area of indus- 
trial promotion.** About 80% of the investment required to 
fulfill the plans for the Guayana are projected to come from 
private resources. Attracting private capital is, therefore, 
crucial. In the major industries the planning has been so 
detailed that the number of potential investors is very limited. 
This is true, for example, for an ore enrichment plant, a pulp 
and paper mill (with tropical woods) and a direct ore reduc- 
tion process. In these industries promotion has been carried 
out privately through the personal contacts of two to four 
top people in the CVG, and in particular by its President. Such 
an approach does not work well, however, for medium and 
light industry, services, transport, and low cost housing. The 


35 A somewhat critical appraisal of the industrial promotion effort 
may be found in Alamo and Ganz, “The Promotion .. .,” op. cit. 
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plans here are more general and the opportunities more di- 
verse. Yet in these areas the CVG has so far made only a 
feeble promotion effort (with the possible exception of low 
cost housing ).**° One reason for the lag may be that the CVG 
feels it does not wish to expend scarce organizational resources 
on these relatively low priority projects, especially since they 
are of mostly local and not national economic significance. 
But it is difficult to escape the conclusion that inactivity is in 
some significant measure the result of a general policy of 
“no publicity” crucial to the maintenance of the CVG’s apoliti- 
cal stance. 


The policy of partisan non-involvement has had yet more 
serious consequences, however, in the area of inter-agency 
relations. The CVG’s charter gives it broad powers to “coordi- 
nate” all public activities in the Guayana, without specifying 
whether or not this is meant to give the CVG the power to 
direct the operations of other agencies in the Guayana. (The 
CVG once prepared a clarifying administrative regulation 
that in fact spelled out an arrangement whereby any agency 
working in the Guayana would be under the direction of the 
CVG.**) Inter-agency coordination poses a particularly diffi- 
cult problem for the CVG because Venezuelan politics invest 
ministerial action with great partisan significance. Because 
Venezuela has had no permanent majority party since 1958, 
its governments have necessary been political coalitions, with 
the government ministries and agencies shared out among 
the coalition partners. As a result the policies of any par- 
ticular agency have considerable partisan significance. It is 
difficult, then, for the CVG to work closely with these agen- 
cies without being implicated in their partisanship, and this, 
as I have argued, would be fatal to its bureaucratic position 
and power. Moreover, elite politics in Venezuela tends to be 
highly personalistic, and government bureaus tend, therefore. 
to be molded to the personal ambitions of their chiefs. Se- 


6 The CVG has made some rather halting efforts in providing in- 
centives for low-cost housing construction and self-help housing. See 
Rafael Corrada, “The Housing Program,” in Rodwin, op. cit. 


*7 The proposal was in the form of an internal reglamento, which 
has to be approved by the Council of Ministers (the President’s Cabinet ). 
It is not clear if the reglamento was ever formally presented or just 
informally discussed, but in any case it was never approved. 
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crecy, suspicion, defensiveness, and a conspiratorial view of 
politics are normal and traditional. Antagonistic competition 
is high and productive cooperative low. 

The CVG’s style of bureaucratic independence has been ad- 
justed to these characteristics of Venezuelan politics, most of 
which have a long tradition in public life. As a result of these 
conditions and attitudes the CVG has been singularly chary of 
coordinating its plans with other agencies. In effect it has 
seemed to say: “If we can’t direct the work of other minis- 
tries in the Guayana, we will do the job ourselves.” The pre- 
vious example of relations with the Ministry of Education is 
one such instance. Road building, water and sewer systems, 
public housing, and industrial promotion are some of the 
other areas where coordination has been sparse. The argu- 
ments are somewhat the same as with education: given minis- 
terial budgets inadequate to the scale of national needs, other 
agencies will tend to feel that the problems in the Guayana 
should be left to the CVG. But to the CVG many of these 
problems are of secondary importance to its basic national 
economic objectives, and therefore they will receive rela- 
tively little attention and resources from the CVG. An active 
program to convince other agencies to work with the CVG on 
developing the Guayana might overcome these bottlenecks, 
but obviously this would lead to exactly the sort of dependence 
on political forces outside its control that the CVG has so 
long and successfully avoided. Growth imbalances, bottle- 
necks, and shortages are therefore one of the prices extracted 
by an administrative style of non-partisanship and bureau- 
cratic independence.” 


One of the lessons suggested by this view of the CVG’s 
administrative style is that many of the Corporation’s tech- 
niques have strong continuities with traditional Venezuelan 
political and bureaucratic practices. There is, for instance, 


38 In a somewhat different connection the Joint Center’s project di- 
rector reached a similar conclusion about the CVG. “It [the CVG’s 
strategy] created an image of secrecy for the CVG because it cannot 
be publicized [sic.], since fundamentally such a strategy implies aims 
different from those held by other agencies. In addition, the CVG de- 
veloped a self-image of direct action, a we-can-do-everything mentality, 
that is difficult to replace with the less commanding one of promo- 
tion.” Rafael Corrada, “The Implementation .. .,” op. cit., p. 343. 
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the ubiquitousness of government centralization. The highly 
detailed and technical nature of the CVG’s plans make a more 
laissez-faire, free-wheeling style of development in the Gu- 
ayana impossible. It is the government, in the form of the 
CVG, which will direct development and from which ulti- 
mately most of the power to get the job done will flow. “The 
government” means, moreover, the central government. De- 
centralization in the form of a truly regional agency with 
roots in the people and soil of the area does not exist in the 
CVG. In addition, bureaucratic secrecy, suspicion, and in- 
dependence, each agency cultivating its own political and 
administrative garden, an abhorrence of inter-agency coordi- 
dation and joint bureaucratic undertakings, all these are hall- 
marks of traditional political and administrative practices. 
They also reflect the paternalistic and ascriptive norms of 
personalismo that value loyalty, honesty, and dedication as 
the proper relationships between the jefe and his subordinate. 

But if the CVG represented nothing more than a contem- 
porary example of traditional politics, the Guayana develop- 
ment would not be the success it is today. Traditional poli- 
tics is, so to speak, only one of the parents from whom the 
Guayana development has descended. The utopias of youth 
are often conceived in the language of the parents. The 
Guayana program is no less the representative of a new world 
because it shows in its actions that it is the child of its cul- 
tural parentage. And the program does represent something 
fundamentally new in Venezuelan history: heavy industry that 
is indigenously controlled, government planned, technologi- 
cally based and highly integrated. It is not a part of the 
familiar business of import substitution, but part of the bed- 
rock of a wholly new economic structure. What is noteworthy 
and even remarkable about the CVG’s performance is that 
it has adapted and shaped this technological model of de- 
velopment, this foreign intruder, so sensitively and success- 
fully to Venezuelan culture and history. Venezuelan tradi- 
tions have been re-formed to come to grips with modern tech- 
nology, and the universalistic forms of technology have been 
made to adjust to Venezuelan history; a new hybrid has been 
created. 


‘9 Tbid., p. 340. The long tenure of the top members of the CVG, 
some since 1953, attests to the presence of these attitudes. 
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Because the CVG has invented a new model of develop- 
ment for Venezuela, it is undoubtedly wrong to generalize 
from the Guayana experience to urban and regional plan- 
ning in Venezuela as a whole.*’ But while the Guayana pro- 
gram is not representative of Venezuela’s overall urban and 
regional development policy, it does reveal something basic 
about the character of Venezuelan development policy. The 
Guayana program was not undertaken in order to establish 
a "growth pole” in the “frontier region” of eastern Venezue- 
zuela, as North American regional planners suggest should 
be its major purpose. And to see it mainly as a model for 
regional development in other underdeveloped areas is to 
overlook the chief forces that gave it shape and direction. 
What is being done in the Guayana can in the most basic 
sense only be explained by Venezuelan culture and history. 


Il 


If this interpretation of the Guayana development is cor- 
rect, it suggests some things about the character of contem- 
porary Venezuelan politics. Perhaps the most obvious lesson 
is that in the Guayana development Venezuela has a working 
model of how to bring about successful economic develop- 
ment without political upheaval. Economic development, in- 
volving as it usually does in underdeveloped countries funda- 
mental changes in society, culture, and personality, is poten- 
tially a highly destablizing process, as Mancur Olson has 
cogently argued.‘! And while it is true that in Ciudad Guayana 
itself the CVG’s programs have indeed produced the kind of 
malaise and social maladjustment inherent in any major ur- 
ban reconstruction,’* nevertheless in the context of Vene- 
zuelan society as a whole it is striking how little has been 
directly challenged by this major effort at economic restruc- 


‘0 The development of Valencia, for example, has followed a very 
different course. The city is seen as a sort of “service module” for 
new industry, rather than as a social-economic-demographic matrix 
within which to place pre-designed blocs of economic activity. See 
Consejo Municipal de Valencia, Compania de Estudios Industriales y 
de Acondicionamiento de Territorio, Plan de Crecimiento del Distrito 
Valencia: Estudio Base (Caracas [1963] ). 

‘1 Mancur Olson, “Some Social and Political Implications of Eco- 
nomic Development,” World Politics, Vol. 17, No. 2 (April, 1965). 


+2 See Peattie, op. cit. 
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turing. The Guayana development, as I have argued, has 
strong links with the historical mainstream of Venezuelan 
economic development in the last several decades. What it 
has done, in effect, is to apply the lessons of the oil bonanza 
to the rest of the Venezuelan economy. Foreign capital and 
technology, capital intensive industries, and basic resource 
transformation—all the hallmarks of the Venezuelan oil in- 
dustry—have been applied to other sectors of the economy 
by the CVG. Yet none of what the CVG has done has been 
the evident cause of political instability or general social dis- 
location. 


The fact is that the Guayana development has not at- 
tacked but reinforced the two-sector social structure of Vene- 
zuela. Neither power nor wealth have been significantly re- 
distributed as a result of the CVG’s activities. The traditional 
role of the central government as the guiding force behind 
long term social change has been reinforced. Traditional 
political and administrative practices have been given a new 
interpretation, but not fundamentally challenged. In short, 
the CVG has let Venezuela eat its cake and have it too: eco- 
nomic growth and restructuring without political and social 
upheaval. The lesson to be read by other underdeveloped 
countries is, perhaps, that they should examine their social 
attitudes and political practices to see what is useful and what 
genuinely agreed upon. By this means they may find a way 
to “depoliticize” economic development and insure its success. 
Alternatively it may be suggested that given the importance 
of technology to the economic development of any underde- 
veloped country, technocracy may be a good organizational 
strategy to follow.* 


But this positive appraisal is only one side of the coin. In- 
herent in the Guayana program are some basic social choices. 
The CVG could not do everything, and what it has been unable, 
or chosen not, to do may in some real sense be reckoned as 
the cost of its success. The social costs of the policies fol- 
lowed by the CVG may be summarized in two categories. 
One is the social priority which places the improvement of the 


‘8 Technocracy as a form of “de-politicized,” though not value neu- 
tral, administration is best analysed in Jean Meynaud, Technocratie et 
Politique (Paris, 1960). 
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living conditions of the poor, uneducated, and powerless in 
Venezuela low on the list of government concerns.‘* That the 
CVG follows such priorities has been illustrated above. What- 
ever rationale there may be for this approach, whatever alter- 
native benefits to economic growth it may have produced, it 
cannot be gainsaid that the immediate human costs of the 
Guayana development are substantial. Resources have been 
deliberately and consistently turned away from improving the 
living conditions and quality of life of all those in the Guayana 
who could not contribute directly to the progress of indus- 
trial development. The CVG did not invent or initiate this 
policy, of course; it is only one aspect of a social policy well 
established in Venezuelan history. The CVG’s almost exclu- 
sive focus on capital intensive, growth maximizing invest- 
ments is not a part of a conspiracy of contempt for the needs 
of the poor masses of Venezuelans, but only a part of an 
historical governmental indifference to their urgency. Thus, 
while the CVG has created many employment opportunities 
by establishing new industries, one might question, in the 
light of Venezuela’s enormous and continuing unemployment 
problem, whether a more labor intensive industrial program 
would not have yielded greater social benefits. 


Second, one may identify as a social cost of the CVG’s poli- 
cies the reinforcement of the existing two sector social struc- 
ture. The policy of planned and controlled urban growth in 
Ciudad Guayana is only one of the more obvious ways the 
CVG has in effect minimized the redistributive effects of the 
vast changes in the economic geography of the Ciudad Gu- 
ayana region. The efforts to by-pass the local government 
and supercede it rather than strengthen it, and the failure 
to move vigorously toward creating educational and training 
facilities of a type that would enable local residents to par- 
ticipate in the economic ventures in the Guayana are other 
examples of how the effect of the CVG’s policies is to freeze 
the existing distribution of wealth and power between upper 
and lower sectors. Moreover, the very success of the CVG’s 
programs insures the strengthening of elite control of politics 
and makes more difficult the development of a genuinely popu- 


‘4 That this type of social choice is an inherent feature of technocracy 
any place in the world is vividly argued by Jacques Ellul in The Tech- 
nological Society (New York, 1967). 
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list politics. One may legitimately take the view, as the CVG 
has, that the social and political restructuring of Venezuelan 
society is simply not what the Guayana program was meant to 
be about. But neither can one deny the reality that in this 
sense the CVG’s programs have not been progressive. 


The Guayana program represents, in effect, a form of 
etatisme. It contributes primarily to an increase in national 
wealth in a form which is socially redistributed very little 
and which strengthens the powers of the central government 
and of the governing elites. The CVG’s insistence that it is 
in the service solely of national goals simply underlines this 
interpretation. It is the greater glory of the state which is 
most directly served by the CVG’s success. Social justice as 
the ruling norm of government and society has little place in 
the Guayana development. In this respect the Guayana de- 
velopment is not unrepresentative of a significant portion of 
Venezuelan history and contemporary social policy. 


In sum, the Guayana development is a subtle blending of 
the modern and the traditional in Venezuelan history. It shows 
the great capacity traditional social and political structures 
and practices have for adaptation to technologically more ad- 
vanced forms of culture. Thus the military man in Vene- 
zuelan government is no longer the caudillo, but has become 
instead the modern technocrat. Economic development, the 
CVG’s experience would seem to indicate, involves not so much 
the destruction of traditional society by modern technology, 
as the infiltration and eventual capture of modern technology 
by pre-existing cultures. To have accommodated successfully 
modern and traditional social structures, to have bridged 
successfully the interface between more and less advanced 
levels of technology, is, perhaps, the CVG’s most significant 
achievement. In the uncertainties and enormous strains of 
national development this is no small accomplishment. 





The 1968 Ecuadorean Presidential 


Campaign 


By FREEMAN J. WRIGHT * 


The political campaign merits greater consideration in the 
studv of Latin American politics. Only as part of election 
studies are such campaign characteristics as issue and tactics 
likely to receive mention. The campaign of the Mexican 
official party’s candidate has been both described and treated 
as a component of the political system by L. Vincent Padgett, 
who found it to be “in large part a device for reaching people 
to create a favorable impression that will increase support 
for his regime.” ' This is, however, an exception to the general 
disregard of campaigns either in terms of their own char- 
acteristics or roles in larger systems of politics. 


In this study, the Ecuadorean presidential campaign of 
1968 will be treated with both these concerns in mind and 
used as a perspective from which to view other aspects of 
Ecuador’s politics. Excluded from consideration was the rela- 
tive effectiveness of individual efforts as measured by attrac- 
tion of electoral support. Such an endeavor was tempting, 
especially in view of the closeness of the election through 
which José Maria Velasco Ibarra won his fifth opportunity to 
govern Ecuador with 280,350 votes as compared to 264,312 
for Andrés Cérdova and 259,833 for Camilo Ponce.* How- 


* Associate Professor of Political Science, Fresno State College. 

1L, Vincent Padgett, The Mexican Political System. (Boston: Hough- 
ton Mifflin Co., 1966), pp. 136-37. 

2 El Comercio, August 16, 1968, p. 11. These figures reflect the 
final count of the Supreme Electoral Tribunal. Each candidate lost 
votes from the totals announced by the Press Office of the President 
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ever, given the many determinants of voting behavior, no 
attempt was made to assess how many votes were gained 
or lost through campaigns. Only with respect to the views of 
campaigners themselves was the question of relative effec 
tiveness introduced. 


In exploring characteristics of this campaign, decisions 
concerning issues were of special interest. What would th. 
candidates select as the bases of their appeals? If problems 
were identified, would proposed solutions follow? If so, would 
these remedies be broad or narrow in scope, radical or mod- 
erate in tone? Of equal concern were tactical decisions. To 
what extent would the candidates seek the support of formal 
political groupings? How would material resources be allo- 
cated in search of the most effective means of obtaining votes? 
What would be the premises on which these choices would 
be based? What other tactical considerations would com- 
prise the overall strategy? 


It was hoped that this examination of issues and tactics 
would help determine the campaign’s function in Ecuador’s 
system of politics. Even before the campaign began, one 
could hear rumors that the Government would influence the 
electoral process in behalf of a favored candidate and that 
other kinds of fraud probably could not be avoided in spite 
of elaborate legal safeguards.* Would the candidates expect 
to be either sufficiently benefitted or harmed to warrant any- 
thing less than a vigorous effort to attract votes? If so, the 
campaign could serve a funciion other than the provision 
of a vehicle through which aspirants for the presidency would 
seek to maximize electoral support. 


Several aspects of Ecuadorean politics seemed appropriate 
for exploration through study of issues and tactics which 
were designed at least in part to win votes. Would personal- 
ism be reflected in heavy emphasis on imagery? What would 


shortly after the election, but the percentage lost by each was almost 
equal. Two minor candidates were also on the ballot. Jorge Crespo 
Toral, nominee of a falangist movement, emerged with 31,989 votes 
Elias Gallegos Anda, who campaigned as a revolutionary leftist, was 
awarded 16,990 votes. 

For a summary of these safeguards, see Institute for the Compara- 
tive Study of Political Systems, Ecuador: Election Factbook. (Wash- 
ington, 1966), pp. 35-37. 
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be the participants’ perceptions of the significance of politi- 
cal parties and groups? What would be the relationships of 
these system components with regionalism? What might cam- 
paigning indicate about communication patterns between po- 
litical elites and the general population? 


Data were collected mainly from Ecuador’s major news- 
papers and post-election interviews with nine campaign par- 
ticipants, three from the staff of each major candidate.’ In- 
troductions were secured through Ecuadorean intermediaries 
and the respondents were promised that their identity would 
not be compromised. Interview data were checked against 
replies from other respondents on the same staff and com- 
pared with press coverage. With few exceptions, candor was 
indicated. For example, respondents were asked to cite the 
major issues of their candidate’s campaign, and nearly all 
answers could be substantiated by newspaper accounts. 


Campaign Issues. Both interview data and the press cover- 
age of the campaign revealed that there was no set of issues 
jointly discussed by the candidates. Instead, each contender 
articulated his own and sought to make them the sole objec- 
tive of public concern. Probably most successful in this un- 
dertaking was Velasco, whose choices best can be understood 
against the backdrop of some recent political manuevering 
between the man believed in early 1968 to be his principal 
rival, Camilo Ponce, and the Interim President of the Re- 
public, Otto Arosemena. 


In November 1966, seven months after the downfall of 
the military junta which had ruled since July 1963, a popu- 
larly elected Constituent Assembly was convened. Its respon- 
sibilities included selection of an interim president to replace 
Clemente Yerovi Indaburu, who had succeeded the junta: 
scheduling of elections for a full-term president; and prepara- 
tion of a new constitution. Aware that roughly half of the 


Highly structured interviews were avoided, but a guide was em- 
ployed to insure that each respondent commented on the following 
topics: issues treated by his candidate; involvement of formal political 
groupings in the campaign and their significance; regional variations 
in campaign strategy; determination of his candidate’s popularity; use 
of the band-wagon tactic; employment of television, radio, the press, 
and tours; relative effectiveness of opponents’ campaigns; and what 
might be changed could the campaign be waged again. 
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delegates identified with the Conservative Party or Ponce’s 
ideologically similar Social Christian Movement, many ob- 
servers believed that Ponce would be selected as interim 
president. Instead, with his assent, the Catholic Right dele- 
gates joined with representatives of a tiny, ideologically un- 
committed party called CID (Democratic Institutionalist Coali 
tion) to elect Arosemena, its founder and leader. Ponce’s 
goal became victory in the popular election, which was set 
for June 1968, and the Assembly cooperated by not responding 
to pressures from the sizeable bloc of Liberal-Radical dele 
gates to make ex-presidents constitutionally ineligible for 
reelection. 


From the outset of his campaign, Velasco charged that, in 
return for the Catholic Right’s votes, Arosemena would com 
mit the resources of his Government behind Ponce’s candid 
acy.” Emphatic in his denials, Arosemena attempted to clea 
the air by publicizing a pact which, he insisted, contained 
all of the provisions of his agreement with Ponce. According 
to this document, Arosemena’s part of the bargain consisted 
of reserving two cabinet positions for members of the Catholic 
Right—and nothing more.* 


The pact nonetheless became a part of Velasco’s campaign 
litany, where it was characterized as symptomatic of the 
cynical manner in which the Ecuadorean oligarchy ruled with 
only selfish concerns. It lost status as a major issue only 
when Velasco claimed to have come across a second, more 
sinster pact, also supposedly agreed to during the Constituent 
Assembly. According to his photo-copies, the Catholic Right 
would have a voice in Arosemena’s administrative appoint- 
ments, the forthcoming constitution would permit ex-presi- 
dents to serve again, and CID would join with the Catholic 
Right in common support of Ponce in 1968 and Arosemena 


5 For the full text of Velasco’s initial campaign speech, delivered in 
Guayaquil upon his return from Argentina, see El Comercio, March 
10, 1968, pp. 1, 3. His campaign, like those of the other major candi- 
dates, was followed on nearly a day-to-day basis by El Comercio and 
La Nacion, March 19, 1968, pp. 1, 3. It was signed by Arosemena and 
La Nacion of Quito as well as El Telégrafo and El Universo of Guaya- 
quil. 

6 The entire pact is contained in El Comercio, March 19, 1968, pp 
1, 3. It was signed by Arosemena and several Catholic Right delegates 
to the Constituent Assembly, but not by Ponce. 
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in 1972. Denounced as fraudulent by its alleged signatories, 
the pact’s validity was never proved, but its provisions co- 
incided sufficiently with rumor to permit its unceasing citation 
by Velasco as evidence of a conspiracy against his candidacy. 


Velasco’s other major issue concerned a recent change in 
voter registration procedures. Prior to the elections for the 
1966 Constituent Assembly, Ecuadoreans had been required 
to present their official identification cards (cédulas ) to voting 
district election boards in order to secure the credentials which 
would obtain them a ballot at a pilling station. The 1966 
reform eliminated the intermediate step of securing special 
credentials. All Ecuadoreans were to acquire a new cédula; 
those who fulfilled constitutional requirements of literacy, age. 
and citizenship were given a cédula of a distinctive color 
which they could use to secure a ballot at the polling place. 


In contending that the real inspiration for the reform had 
been a desire to reduce lower class participation in the elec- 
toral process, Velasco pointed out that many workers, espe- 
cially in rural areas, had not yet obtained the new cédula and, 
for a variety of reasons, probably would not be able to do so.* 
First, they would have to secure permission for leaving their 
work unattended for the several days needed to acquire the 
necessary documentation. Also, they would have to bear the 
cost of the travel, absence from work, their stay in town, 
birth certificate copies, and photographs. Finally, due to 
infrequent need of a cédula for identification, they would be 
less motivated to undertake all this, even if able to overcome 
the several obstacles. 


Eventually, both the cédulas and the required documents 
were made available by smaller political districts,’ mobile 
cedulaci6n teams were sent to the countryside, the final date 


‘The final page of the alleged second pact, where all signatures 
were to appear, was conveniently missing. The pages which were 
made public contained a signature in the margins which was identified 
as Arosemena’s by a handwriting expert uncovered by Velasquistas. 
In refutation, Arosemena pointed out that people do not commonly 
sign pacts with themselves. For the photocopies that Velasco presented 
to the press, see El Universo, April 11, 1968, pp. 1, 15. 

‘For the most carefully reasoned statement of this argument, see 
El Telégrafo, May 9, 1968, p. 4. 


” The change was from cantones to parroquias. 
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on which cédulas could be obtained was moved closer to elec- 
tion day, and Velasquistas were urged to help in registration 
drives rather than merely complain. Nonetheless, this issuc 
remained very much a part of Velasco’s campaign until its 
close, and the election figures indicated that he may have 
been right about the effect of the system, if not its intent 
Only 1,198,897 potentially eligible voters of a total estimated 
at 1,750,000 obtained the new cédula, and failure to register 
was especially pronounced in the rural areas of the coast 
where Velasco was regarded as the most popular candidate. 


While the Velasquistas who were interviewed made no 
pretense of an emphasis on substantive issues, those respon- 
dents who had served on Ponce’s staff referred to their 
candidate’s special interest in unemployment, agricultural 
development, and industrial growth as well as to a generally 
programmatic campaign. In support of this contention, onc 
could cite a program of government issued by Ponce and his 
concern with constitutional reform.'' On balance, however, 
Ponce’s campaign could scarcely be described as program- 
matic and the issue in which he took greatest interest was 
the relative capacity of the three candidates to govern in a 
way that would prevent a Communist takeover. Given lesser 
emphasis than the prospect of a Red Ecuador if either of his 
opponents were elected were promises of support for local 
public works projects, reminders of projects initiated or com- 
pleted during his presidency, and pledges to uphold such 
principles and concepts as authority, peace, honesty, efficiency, 
justice, order, and Christianity." 


Cordova’s performance generally verified his staff’s asser- 
tion that, of the three campaigns, his was the most con- 
cerned with identifying tangible problems and suggesting 


\0 USAID/Ecuador, Political Fact Sheet. (Quito, 1968), p. 1, Of 
these 1,198,897 only 928,981 went to the polls. This group constituted 
no more than one-fifth of the estimated national population as com- 
pared to a turnout of less than nine per cent calculated for the 1948 
presidential election. George I. Blanksten, Ecuador: Constitutions and 
Caudillos. (New York: Russell and Russell Inc., 1964), p. 73. 


11 El Comercio, April 29, 1968, p. 3; El Telégrafo, May 14, 1968, p. 4. 

'2 For a speech which unites these characteristics and also typifies 
Ponce’s attempts at image-building and smears against his opponents, 
see El Telégrafo, May 11, 1968, pp. 1, 5. 
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programmatic solutions. While Ponce’s program of govern- 
ment was offered late in the campaign and Velasco stead- 
fastly dismissed platforms as of little value to voters, Cordova 
offered his program early.'* Although not unwilling to lend 
occasional support to Velasco’s charge of Governmental in- 
tervention, he found time to expand upon his proposals in 
areas such as agrarian reform, industrial development, ad- 
ministrative reorganization, rural electrification, educational 
reforms, and promotion of tourism. 


Especially in the final days of the campaign, the important 
“issue” for all candidates became the personal characteristics 
of their opponents. Beginning with their first speeches, Vel- 
asco and Ponce were able to incite their partisans to high 
emotions by insulting each other. When they began to regard 
Cordova as a possible winner, he also became the object of 
such attacks and ultimately responded with smears of his 
own. In the speeches and particularly the written propaganda 
of their rivals, images were developed which ran counter 
to the candidates’ own careful efforts to present themselves 
as men uniquely qualified by traits of character. Velasco 
was depicted as an anachronistic political chameleon, ignor- 
ant of his nation’s problems because he insisted on living 
abroad while not serving as president, who was willing to 
turn over Ecuador to spoilsmen and Communists in order 
to win. Ponce was presented as the personification of the 
most reactionary forces in society and as a tyrant who had 
murdered political dissenters before and could be counted on 
to do so again. Cérdova, who had been interim president 
during the 1940 election, was characterized as an architect 
of fraud and, because the winner of that election was presi- 
dent when nearly half of the nation’s territory was lost to 
Peru, further labelled a traitor." 


Campaign Tactics. In most campaigns decisions concern- 
ing issues tend to be rested on tactical premises as well as on 
convictions of what matters deserve treatment on their merit. 
In the one under study, issues were clearly selected, empha- 


13 For Cordova’s plan of government, see El Comercio, March 8, 
1968, pp. 1, 3. 

14 Newspapers published election day (June 2nd) contained the 
richest assortment of vicious smears. 
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sized, deemphasized, or ignored in large part to strike respon- 
sive chords in the electorate. However, this was only one 
set of tactical considerations within the framework of overall 
campaign strategy. Among others, decisions had to be made 
about the involvement of organized political groupings. 


Each campaign was based on a coalition of two or more 
formal parties. Velasco was the candidate of a front which 
officially included his own National Velasquista Federation 
and the Popular Patriotic Party, recent creation of a Quito 
leftist; Ponce was the choice of his Social Christian Move- 
ment and the Conservative Party, who joined to form the 
Popular Alliance; and Cérdova was first the nominee of the 
Liberal-Radical Party and later of the Ecuadorean Socialist 
Party and the Concentration of Popular Forces, which in 1968 
was largely the personal following of Asaad Bucaram, Mayor 
of Guayaquil.'* According to most interview respondents, ac- 
tive campaign participation was welcomed—though not ex- 
pected—from all coalition members, while heaviest reliance 
was placed on the party of which the candidate was a member. 
Reference was also made to the masses of voters who refused 
identification with any party. In short, the formation of elec- 
toral coalitions was regarded as little more than a useful first 
step. 


Also reported were attempts to win the support of existing 
groups of workers, businessmen, campesinos, and students 
and, when appropriate, efforts to form new groups for the 
duration of the campaign. Respondents generally did not 
concede that the rank and file of any social or economic group 
was overwhelmingly opposed to their candidate, at least on 
a national scale. However, attempts to attract votes through 
formal group leadership were limited by perceptions of a weak 
group identification on the part of most Ecuadoreans whom 
this leadership pretended to represent. 


Another type of tactical decision involved finding the most 
appropriate channel of downward communication between the 
candidate and the electorate. Available media included tele- 
vision, radio, newspapers, and personal tours. The difficulty 
lay in finding a combination appropriate to constraints of 


15 For more on these parties, see Election Factbook, pp. 18-23. 
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time and money as well as to the individual style of the 
candidate. 


All three candidates took advantage of the first opportunity 
in Ecuador’s history to employ television in a presidential 
campaign. Velasco and Cordova relied almost exclusively on 
free guest appearances on televised press interviews in the 
belief that viewing audiences were too small to warrant the 
purchase of time.’® Ponce utilized hour-long tapes and con- 
centrated his exposure in Guayaquil as part of a larger effort 
to attract votes in an area of perceived weakness without risk- 
ing the embarassing violence which frequently accompanied 
his personal appearances. 


The radio was regarded by all respondents as a more effec- 
tive means of reaching the people. Usually, voluntary refer- 
ence was made to the use of transistor radios by sierra indians, 
even while at work in the fields, and to extensive listening 
patterns on the part of more heavily franchised groups. Few 
speeches were specially prepared for transmission, as the 
major addresses made by the candidates as they visited princi- 
pal cities were broadcast without charge by the government 


network. Spot announcements tended to be sloganistic with 
frequent claims that the candidate in question was being en- 
thusiastically received in the various provinces of the republic. 


Especially in the final days of the campaign, press adver- 
tisements were used liberally, even though some respondents 
complained about the high cost of space and the inability of 
many poorer people to find the five or six cents necessary to 
purchase a newspaper. Cérdova’s campaign staff complained 
that rival organizations were able to buy more space, and 
advertisements for Ponce appeared frequently in the news- 
papers of the coast. Nonetheless, Cérdova’s campaign re- 
ceived the most sympathetic treatment editorially and in terms 
of news coverage from a national press which has long been 
identified with Ecuadorean Liberalism. Cérdova’s supporters 
did not admit to this advantage, but one respondent mentioned 
that several leading journalists participated in his campaign 
and, among other activities, designed advertisements in ac- 
cordance with what their professional judgment led them to 


16 Television time cost about $450 per hour. 
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believe was the most persuasive approach—an emphasis on 
clear, simple ideas rather than the lengthy, elaborate state- 
ments typical of his opponents’ propaganda. 


It would not be an exaggeration to say that the core of 
each campaign was a fourth means of reaching the people. 
the tour. The legendary oratorical skills of Velasco were 
revealed once again as he concentrated his touring in the 
coast, where he hoped to gain the pluralities which would 
win the election. Ponce also spent most of his time in areas 
of perceived popularity, which for him were sierra cities and 
towns aside from Quito, and relied on his own judgment or 
the counsel of local partisans in deciding what to say. Cér- 
dova spread his touring more evenly throughout the nation. 
In the sierra, his staff employed a means of assessing public 
opinion entirely new to Ecuador. A team of volunteer work- 
ers, mostly young professionals from Quito, visited provincial 
cities and towns in advance of the candidate to study the 
nature of the local electorate and to converse with people of 
all political identifications so that Cérdova would be able to 
operate on the basis of more valid information. 


Notwithstanding this innovation, the Communication pat- 
tern of the campaign was overwhelmingly one-way, from the 
candidate’s popularity. Without recourse to professional polls- 
of the efforts of all campaign organizations to assess their 
candidate’s popularity. Without recourse to professional polls- 
ters, the respondents reported consultation of local partisans 
as one means, but these estimates were usually regarded as 
overly sanguine. Considered more reliable were the size, mood, 
and composition of crowds. Of special interest was the re- 
action of women, who, for the first time in history, faced 
legal sanctions for non-voting.’’ 


Cordova’s tour strategy included an effort to further his 
image as a man who could govern without intense opposition. 
The arrivals of Ponce and Velasco into most cities occasioned 
counter-demonstrations which, in turn, led to violent ex- 
changes between partisans, with the police commonly becom- 


17 Cordova responded to this situation also by promising to appoint 
a woman to his cabinet. Ad hoc women’s organizations were formed 
behind each of the candidates. 
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ing involved.’ In an attempt to turn distaste towards such 
incidents to Cérdova’s advantage by establishing a contrast, 
his arrivals were featured by the scattering of flowers, march- 
ing of women, band music, and the absence of bodyguards. 


In the United States, campaigners are often undecided as 
to whether the candidate should be presented as a winner in 
an attempt to achieve a band-wagon effect or imply a less 
secure electoral position out of a fear of encouraging com- 
placency in supporters; in contrast, Ecuadorean campaigners 
have little trouble with this decision. Beginning the first day 
of their campaigns, Ponce and Velasco claimed victory would 
be theirs, and Cérdova joined them in the latter stages of his. 
In addition, rival claims were frequently derided. Support- 
ing evidence was uncommon, although, it occasionally ap- 
peared in the form of photographs which, taken from ap- 
propriate angles, left the impression of large turnouts for 
the candidate in question or small ones for his competitors."’ 


As explained by several respondents, this tactic was not 
used to appeal to psychological desires to identify with win- 
ners. Instead, they claimed the existence of a large group 
of voters who wait until they are reasonably certain who will 
win before contacting his representatives and committing 
themselves. The hope of this group is, of course, to gain 
employment or other rewards. Given the complications in- 
volved in pledges to more than one candidate, the commit- 
ment may be made quite late in an election believed to be in 
doubt. Presentation of the candidate as a winner was further 
explained in terms of a lesser concern over apathy. In Ecua- 
dor, failure to vote can result in a fine or ineligibility to hold 
public office, and campaigns are not designed to incorporate 
more than a handful of reliable supporters into active roles. 


The interviews were closed with a question asking what, if 


1s Although the campaign was greeted with apathy by many Ecua- 
doreans, it produced several deaths and dozens of serious injuries, in- 
cluding the death by gunshot of a student Cordovista who participated 
in the heckling of Ponce upon his arrival into a small city near Quito. 
This incident was more thoroughiy described in the press than the 
others, which nearly always involved Poncistas and Velasquistas. See 
See El Comercio, May 2, 1968, pp. 1, 3. 

19 See, for example, El Comercio, March 14, 1968, p. 11 and El 
Universo, April 11, 1968, p. 9. 
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anything, would be done differently if it were possible to wage 
the campaign again. As expected, the winning organization 
was basically content. Poncistas, who had seen their candi- 
date fail to win the endorsement of a falangist political move- 
ment (Ecuadorean Nationalist Revolutionary Action) and be 
publicly chastized by the Christian Democratic Party as a 
false pretender to its ideals, talked of stronger efforts to unify 
the Catholic parties and also mentioned more lavish promises 
of governmental assistance to localities where Ponce was un- 
popular, greater advance planning, and fewer personal attacks 
on Cordova. Given the limits imposed by available resources, 
Cordovistas generally felt that they had realized the possible 
but regretted not having made even a more strenuous effort 
to obtain and apply modern campaign technology. 

Conclusion. In terms of its own characteristics, Ecuador’s 
1968 presidential campaign stands out first of all by virtue 
of bearing scant resemblance to an issue-oriented dialogue 
between the candidates and the public or among the candi- 
dates themselves. Cordova made some attempt to explore a 
significant sample of the many and confounding obstacles to 
Ecuador’s development and offered some moderately toned 
proposals for overcoming them. Ponce and Velasco chose 
to emphasize other concerns, most of which could not be 
labelled substantive issues. Cordova’s campaign was also most 
of somewhat distinctive because of some new techniques. Pub- 
lic relations specialists participated; voting profiles were con- 
structed; and voters were polled on their interests and needs. 
Whether these innovations will be imitated in future cam- 
paigns is unclear. The respondents were asked to compare 
the effectiveness of their competitors’ campaigns, and Cor- 
dova’s was rated highest by both other staffs. Given the 
small, interacting group of men who persist in their domina- 
tion of the upper level of Ecuadorean politics, appreciation of 
Cordova’s operation may be reflected in future campaigns. 
At the same time, a significantly modernized quest for votes 
would present a serious challenge to resources of money and 
expertise as well as imply a confidence in imported technology 
that all Ecuadoreans do not demonstrate in practice. 


When the role of this campaign in the political system is 
assessed, it is Velasco’s effort which can be differentiated. 
Cordova and Ponce indicated no other concern in their cam- 
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paigns than attraction of enough votes to be placed in office. 
Velasco also sought electoral support, mostly through dis- 
crediting competitors and presenting himself as the only 
candidate sympathetic to the plight of the masses and truly 
cognizant of Ecuador’s needs. But, as evidenced by his charges 
of Government intervention in the election and criticisms of 
registration procedures, he admitted the possibility of being 
denied victory unfairly. It might be argued that this was an 
effort to maximize electoral support through appealing to 
public sympathy; however, in raising the prospect of losing 
by any means, Velasco detracted from the image of a sure 
winner which was so assiduously perpetuated to attract favor- 
seekers. 

Two other explanations of Velasco’s choice of issues are 
more convincing, and both would ascribe to his campaign a 
function beyond merely a search for votes. First of all, he 
may have been trying to lay the groundwork for a popular 
uprising in his behalf should he fail to gain sufficient votes 
to win or for an eventual call to power should another candi- 
date win but subsequently be deposed. Velasco exuded a 
conviction that he had the support of non-voting Ecuadoreans 
as well as the franchised lower class, and, in 1944, he had 
been summoned to the presidency in reflection of popular de- 
mand. It is even more likely that, by keeping questions of 
fraud and restrictive registration procedures before the public, 
he was manuevering to contain perceived handicaps within 
superable limits through encouraging public pressure on 
Arosemena to mitigate their impact. In either event, and 
the possibilities are not mutually exclusive, his campaign 
would have assumed a function somewhat distinct from the 
usual role of a campaign in representative government. 


Finally, exploration of issues and tactics indicated what the 
campaigners perceived to be significant characteristics of the 
Ecuadorean political system. The efforts of Velasco and 
Ponce were obviously based on convictions that one key com- 
ponent is personalism, and a major concern in Cérdova’s 
campaign, including the decision to deal with substantive 
issues, was to develop an image which would place him, as a 
person, in sharper contrast to his competitors. No campaign 
reflected a belief that parties or other organized political 
groups are of primary consequence in the mobilization of 
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electoral support. Their endorsements were sought, but it 
was not expected that great blocs of voters would be reached. 
As reflected in a variety of decisions, campaign strategy was 
based on the premise that, with a proper regional appeal, 
the support of most groupings in an area would fall into 
place. Thus, communications were attempted with virtually 
all the residents of a region, province, city, or locality to a 
greater extent than with members of parties and groups. 
With this approach, it is not surprising that issues of the kind 
which advance the interests of one social or economic group 
at the expense of another did not receive significant attention. 








